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Migration as a Factor in Development and Poverty Reduction

By Kathleen Newland
Migration Policy Institute

June 1, 2003

Migration remains very much the exception rather than the rule of human behavior. An
overwhelmingly higher number of people stay at home than migrate. Why then does international
migration suddenly loom so large on the international policy agenda? Much of the answer lies in the
domestic politics of migrant-receiving countries; part lies in the abrupt demographic transition that the
major countries of destination are going through. Another element is concern about the consequences
of human-capital flight. These and other factors add up to a heightened consciousness about the
importance of migration as a force of globalization and economic change.

Understanding the causal relationship between rich country immigration policy and poor country
development is a frustrating pursuit, hamstrung by the absence of data, frequently inaccurate data,
and a lack of comparable data.

Furthermore, the balance of costs and benefits accruing to the source countries from migration is
controversial. The argument usually comes down to one of remittances versus "brain drain,” and the
evidence on both sides is weak. Developing tools to identify with greater precision the effects of both
factors on development, growth, and poverty reduction is necessary in order to come to any confident
conclusions about the impact of migration policy on development. There are, however, many other
factors that impose costs and confer benefits, and it is important that they too be taken into account
even though the state of knowledge about them is similarly patchy.

The Costs and Benefits from the Perspective of Poor Countries of Origin

There is little doubt that voluntary migration from a poor to a rich country almost always benefits the
individual migrant, who may easily find himself or herself earning in an hour what he or she earned in
a day in the country of origin. The question is whether the benefits to individuals (and, commonly,
their relatives left behind) aggregate to a general benefit to the home country. The evidence is
contradictory and fragmentary. Much of the research that supports beliefs about the overall costs and
benefits of migration is based on "micro" studies and cannot conclusively demonstrate the validity of
"macro" conclusions.

Remittances

The most often cited support for the positive side of the argument is the observation that remittances
from international migrants play an extraordinary role in the economic accounts of many developing
countries, far more important than official development assistance. Worldwide, remittances are
estimated at about $100 billion per year, and approximately 60 percent of this sum goes to developing
countries. Overseas development assistance (ODA) from the 23 countries belonging to the
Organization for Economic Cooperation and Development (OECD)'s Development Assistance
Committee was $54 billion in 2000. Remittance estimates are notoriously imprecise, however, because
remittances often move through private, unrecorded channels.

Moreover, as ODA has been declining, remittances seem to have been rising strongly, even in the face
of weak economic performance in the host countries. Flows from the United States to Mexico and
Central America, for example, grew from less than $1 billion in 1980 to more than $14 billion in 2002.

Despite these numbers, many experts believe that labor migration does not significantly improve the
development prospects of the country of origin. Source countries have had great difficulty in
converting remittance income into sustainable productive capacity. In addition, most are able to
exercise little control over the composition of their labor exports—rather, it is determined by the
foreign labor markets, and may bear no relation to "surplus" labor at home. A few countries, such as
the Philippines and India, have focused quite deliberately on "producing” skilled labor for foreign
markets, but most are passive in the face of international supply and demand.

www.migrationinformation.org 5



Migration Information Source: Selected Readings on Migration and Development

In addition, it is argued that remittance income is rarely used for productive purposes. Remittances go
in small amounts to poor people (the average size of a transfer from the United States to Latin
America is about $200), and are used mostly to support direct consumption as well as some housing,
healthcare, and education. A very small proportion of remitted funds seem to go into income-earning,
job-creating investment.

Far from being productive, remittances may increase inequality, encourage consumption of imports,
and create dependency. They are often delivered with stunning inefficiency; as much as 20 percent of
their value is said to disappear, commonly through high transfer fees and poor exchange rate
offerings.

The benefits of remittance income to source countries do not necessarily explain the full impact of
remittances on poverty. Remittances may not constitute a rising tide that raises all boats, but they do
have a very important effect on the standard of living of the households that receive them,
constituting a significant portion of household income.

They are an important social safety net for poor families, possibly reducing additional out-migration in
particularly difficult times. Studies in the Dominican Republic showed that residents at all economic
and social levels received remittances, but that the poor relied on them most heavily, as one would
expect. In the aftermath of the devastating Hurricane Mitch in 1999, the government of El Salvador
asked the United States government not for additional humanitarian aid, but for extended permission
for Salvadoran immigrants to stay legally in the United States so that they could send money to
storm-affected relatives back home.

The relatively small portion of remittances that are used for investment (apart from human capital
investment through education and health spending) reflects not only the immediate consumption
needs of poor families, but also the discouraging investment climate for the poor. Until such problems
as poor infrastructure, corruption, lack of access to credit, distance from markets, lack of
entrepreneurial skills, and disincentives to savings are tackled, it is unrealistic to expect remittances to
solve the problem of low investment in poor communities. In the meantime, remittances lift many
recipients out of poverty, if only for as long as remittances continue.

Brain Drain

If remittances are the major benefits of migration from the point of view of the source countries, the
loss of human resources—particularly highly skilled people—is the most serious cost. The market for
advanced skills has become truly a global market, and the most dynamic industrial economies are
admitting—sometimes even recruiting—significant proportions of the highly trained professionals from
poor countries. The Economist in a September 2002 article about emigration assembled the following
random snhapshots of the brain drain:

e About 30 percent of all highly educated Ghanaians and Sierra Leoneans live abroad

e 12 percent of Mexico's population with higher education is in the United States, and 30
percent of its PhDs

e 75 percent of Jamaicans with higher education are in the United States

e Albania lost one-third of its qualified people in the decade after the fall of communism

e Half of all foreign students who get PhDs in the United States are still there five years later

Ironically, emigrants from countries in which a very small proportion of people gain tertiary education
are not only better educated than their compatriots, but also tend to be much more highly skilled than
the people of their destination countries.

The loss of skilled people imposes several different kinds of costs on their countries of origin. The most
obvious is perhaps the cost of the education itself, which in almost all cases has been heavily
subsidized by the state. The emigration of the educated thus represents a transfer from the poor
country to the rich.

There are also fiscal costs associated with the brain drain, in that the country of origin loses the tax
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revenue that these potential high-earners would have paid into the national coffers.

The net developmental losses of the brain drain are more difficult to estimate. Losses of highly skilled
professionals may, in the extreme case—in which dire economic mismanagement, conflict, poor
working conditions, and low levels of reward conspire with opportunities abroad—cripple entire
institutions and sectors of an economy. The developmental impact of the brain drain is most severe in
source countries with weak human resource bases, where educational systems are not capable of
replacing those who emigrate. A "musical chairs" game of replacement migration from other countries
is thus set in motion.

Sub-Saharan African countries such as Zambia, Liberia, or Zimbabwe represent an extreme. For
countries in crisis, the brain drain is only one manifestation of a more general problem of an economy
in free-fall. Many other countries that are seeing high levels of skilled immigration are beginning to
think in terms of labor—and even skills—export as a comparative advantage, and to think of ways to
maximize its benefits.

Transnational Networks

Trying to net out the benefits of remittances and the costs of the brain drain is seen by a growing
body of analysis as too limited a framework for assessing the impact of migration on development.
Other kinds of financial flows may have more concentrated developmental impact than remittances,
which, as we have seen, are used primarily for current consumption.

Foreign direct investment from emigrants back to their countries of origin has tremendous potential,
and is already important for some countries.

Tourism from immigrant communities to the "old country" is a major earner for countries from Ireland
to Vietnam.

Philanthropy by "home town associations"” (Mexico) or "returnee associations” (Jamaica), charitable
foundations (Egypt) or by individual expatriates provides significant resources for community
development at the local level.

Fundraising for political candidates or causes targets diaspora communities.

Nostalgia for the foods and products of the country of origin creates markets for those products in the
immigration country, fostering local production and international trade.

All of these interactions are fostered by the growth of transnational networks that sustain deep
relations among migrants, their countries of origin, and the countries in which they have settled. In an
age of swift and cheap transportation and communication, emigration no longer represents the break
with the home country that it once did. And in this context, social and economic capital can no longer
be neatly segregated analytically. Many students of migration agree that these transnational networks
are today the most important developmental resource associated with international migration.

Transnational networks are not a new phenomenon, but they are relatively new as objects of interest
to development analysts and policymakers. Jagdish Bhagwati suggests, "A realistic response requires
abandoning the ‘brain drain’ approach of trying to keep the highly skilled at home. More likely to
succeed is a Diaspora model, which integrates past and present citizens into a web of rights and
obligations in the extended community defined with the home country as the center.” Increasingly,
the governments of countries of origin are seeking to cultivate ties with the diaspora, seeing them as
a source of investment, overseas market openings, foreign exchange, expertise, and political support
(in domestic campaigns as well as vis-a-vis the governments of their new countries of residence).

How Development-friendly Are the Migration Policies of Rich Countries?
It is possible to answer this question with conviction but not with a very solid basis of incontrovertible
evidence, mainly because so much is unknown about the complex relationship between migration and

development. Are policies that permit large-scale immigration inflows development-friendly? The
answer is "yes" if you are convinced that migration is fundamentally a positive force in development;
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"no" if you are preoccupied with the brain drain and skeptical of the influence of the diaspora. There
are questions about the fundamental relationship between migration and development, and questions
about which elements of that relationship are susceptible to policy intervention.

A certain number of policy arenas can be identified without much risk as being important to the
migration-development relationship, although clear causal connections are hard to identify.

The transactions costs that migrants incur in transferring resources back to their home countries are
high. Government actions that encourage competition in financial services to migrants and require
transparency on fees, exchange rates, and such will increase the value of remittances that actually
reach the intended beneficiaries. New requirements placed on money-transfer services to combat
money laundering and financing for terrorist organizations may move in the opposite direction,
however, and raise transactions costs.

Transferability of pensions benefits source countries by encouraging return migration and infusing
substantial funds into countries of origin as retirees repatriate their savings. Returning migrants bring
their expertise and experience as well as their money.

The recruitment policies of rich countries have been criticized as exacerbating the brain drain from
poorer countries. Yet recruitment for skilled workers is a central part of the immigration policies of
such countries as Australia and Canada. The negative development impact of such recruitment in poor
countries might be mitigated by support for education and training in the countries of origin,
particularly in fields where needed skills are in short supply.

The legal status of migrant workers has a major impact on their ties with their home countries, in a
number of ways. Unauthorized migrants earn less for comparable work than those who work legally,
and therefore are able to remit less to relatives at home. For migrants who use smugglers because
they lack authorization to enter, the often substantial fees reduce the benefits of moving.
Unauthorized migrants are less able to seek recourse when their rights are violated, including labor
rights. Policies that open paths to legal status for migrants are likely to have a positive developmental
impact in the countries of origin.

Studies have demonstrated that the lack of legal status combined with harsh border enforcement
makes migrants less likely to return home periodically for family visits, which may lessen his or her
ties with family left behind and discourage the flow of remittances. It also tends to convert temporary
or circular migrants to permanency, since they are unwilling to run the risks and bear the expense of
repeated border crossing.

Family unity policies also have an impact on the development potential of migration, again through
the mechanism of remittances. Harsh policies that make it difficult for families to reunite may
encourage migrants to send money to relatives left at home, but that is hardly a recommendation for
them. Governments have been known to resist more generous policies for that reason, however. In
the diaspora model of transnational ties, reunited families are less likely to be seen as a threat to
financial flows.

More generally, immigrant integration policies may follow the same pattern of being good for
immigrants but bad for remittances, unless strong transnational ties are established and maintained.

Western European countries have in recent years moved to coordinate migration control and
development policies more closely, in order to promote the concept of "co-development,” put forward
originally by France, which recognizes that the source and destination countries of migration occupy a
single transnational space. There remains considerable suspicion among some of the partners that the
goal is much more strongly to control migration than to contribute to development.

This is merely a selection of some of the most salient migration policies that have an impact on
development. Many others could be explored. The relationship between migration and poverty
reduction is complex and uncertain; that between migration and development even more so. A recent
authoritative study on the migration development nexus, carried out by the Center for Development
Research in Copenhagen for the Danish Ministry of Foreign Affairs came to the following unequivocal
conclusion: "There is no direct link between poverty, economic development, population growth, social
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and political change on the one hand and international migration on the other. Poverty reduction is not
in itself a migration-reducing strategy."

Conclusion

Is the pendulum swinging, after decades of benign neglect, toward more institutionalization and
regulation of migration and migration-related financial flows? In the case of migration, such a trend
could be beneficial, since the "open market" for migrants is largely one of undocumented flows, which
leave migrants open to exploitation and abuse against which they have little recourse.

If greater efforts to manage migration are primarily restrictionist in nature, however, ignoring labor
market needs and family ties, they will impose high costs (not least through the growth of organized
crime) and are likely nonetheless to be ineffective. Regulation of remittances and migrant investment
has less obvious up-side potential. Regulatory schemes have often amounted to a tax on earnings, a
tax on competitiveness, or a distortion of returns on investment. Apart from regulations aimed at illicit
end-uses, such as money laundering or support for terrorism, positive incentives have the best chance
of influencing the channels or uses of financial flows associated with migration.

There are not many fora in which cooperative migration policies can be agreed at a global level.
International migration policy is marginalized to a remarkable degree within global, as opposed to
regional, inter-governmental organizations. The sole exception concerns refugee flows, which are dealt
with by the office of the UN High Commissioner for Refugees (UNHCR). This fact reflects the extent to
which migration continues to be seen as an issue that lies firmly within the prerogatives of the
sovereign state, as well as the reluctance of states to be bound by international agreements pertaining
to migration.

Given the untapped potential of migration as a factor in development, and the essential and growing
role it is likely to play in the advanced industrial societies in the next 20 years, the relative silence of
international organizations is an anomaly.

It is ever more apparent that no state finds it easy to control migration single-handedly. At the
regional level, discussion and even cooperation on migration is increasingly common. It seems likely
that the pressures on global organizations to take up migration issues will grow along with the
attention to this prominent aspect of globalization.

This article is an excerpt from a paper commissioned by the Global Policy project and presented at the
Fourth Annual Conference of the Global Development Network in Cairo, Egypt, January 16-17, 2003. A
longer version will appear in a forthcoming book on The Development Impact of Rich Countries'
Policies edited by Robert Picciotto and Rachel Weaving.
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Migration and Development: Blind Faith and Hard-to-Find Facts

By Kimberly Hamilton
Migration Policy Institute

November 1, 2003

International migration's potential to promote the development of poor countries has resurfaced high
on the international development agenda, and it is not surprising why. More people than ever live
outside of their country of birth. The UN estimates that some 145 million individuals have made the
trek to another country. Another roughly 30 million, primarily in the former USSR, have had new
national frontiers emerge around them. While the overall number of migrants remains small relative to
the world's population, the cumulative impact in a variety of areas is believed to be extensive.

There is broad consensus in the research literature that individual migrants and their families enjoy
considerable benefits from migration, from higher wages to new training. Today's migrants have
masterfully deployed globalization's tools—telecommunications, affordable international travel, and a
global financial network—to maintain and expand relationships with their families at home and their
communities of origin.

There is much less consensus, however, about whether or not those benefits can also constitute
permanent, healthy, and structural change in the communities and countries from which migrants hail.
Unfortunately, the link between migration and development is putative rather than proven. It is also
often indirect rather than causal. Moving beyond blind faith in migration's transformative power to
fact-based policy will require much more clarity on several key dynamics and contradictions that
currently exist in the literature. This article examines five critical dimensions of the current debate that
require additional focused research.

1. Courting the diaspora. Growing and increasingly organized transnational communities of
migrants have arguably had the most profound impact on our understanding of migration and
development. Today's migrants are less likely to be destined for long-term permanent stays
elsewhere. Migrants are now able to travel back and forth more easily, to retain close contact with
their families and friends, and, indeed, to build relations with other communities in third countries.
The effect is in some ways revolutionary. Communities of national origin exist and operate far outside
the boundaries of the nation-state. Their identity reference point is fluid, and their relationship with
their home country is still largely unexplored.

The evolving global identity of transnational communities and their relationship to so-called "diaspora-
induced development" has forced a reexamination of old migration models. These models, built on
push and pull forces and fixed notions of permanent and temporary migrants, have proved incapable
of embracing the complexity fostered by diaspora communities and relations. With the understanding
that many migrants may prefer circularity to permanence, it is not surprising that sending country
governments are moving quickly to capture the hearts and the purses of this important group.
Attempts to embrace the diaspora more fully and to encourage circularity have expanded the
conceptual and sometimes real notions of state boundaries and citizenship. It is equally unsurprising
that countries that now must look to immigrants to fill crucial labor niches are revisiting notions of
temporary migration, a longstanding taboo in migration policy circles.

2. Competing for remittances. Remittances, or the money that is sent home by migrants to their
families and communities, are big business. By some estimates, over $70 billion in remittances
worldwide ends up in developing countries annually, having doubled over the decade of the 1990s.
There are some notable elements in the growth in remittances. The first is that remittances are now of
special interest, having exceeded official development assistance. Yet, remittances are not equally
distributed across the world, with the lion's share going to Latin America and the Caribbean and a
decreasing amount going to Africa.

Second, as remittances have grown, so has the market to transfer them—with some interesting

consequences. Increased competition for the lucrative remittance transfer business is driving down the
fees that migrants have historically had to pay to send money home. This, in turn, has left more
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money in the pockets of migrants. Meanwhile, as the banking sector has become more interested in
capturing a piece of the migrant money business, migrants themselves have received new
opportunities to establish regular bank accounts, an important element in their own financial stability.
Such changes in the institutional structure for the transfer of money may affect the amount, timing,
use, and availability of remittances.

3. Thinking beyond remittances. By most accounts, remittances are the most visible, stable, and
tangible link between migration and development. There is little evidence, though, that remittances
provide a permanent ladder out of poverty. On the one hand, some studies indicate that remittances,
by and large, support nonproductive consumption and stopgap poverty alleviation for many families.
On the other hand, there is a growing body of empirical evidence that suggests that remittances can
enhance savings and investments and can provide an important buffer against certain risks. In either
case, there is no dispute that remittances used in this fashion are critical to the well-being of many
families in poorer countries. The concern, rather, is that remittances may foster dependency on, not
long-term investment through, external resources. It seems, at best, a distant hope that remittances
could help families, communities, and countries remain permanently out of poverty. The enduring
challenge is to link individual and family decision-making related to remittance expenditures and
investments to broader development goals.

Nonetheless, there are elements emerging in the migration and development conversation that
suggest that the connections between sending and receiving countries manifest themselves in far
more subtle ways and have moved far beyond the transfer of labor to the transfer of ideas. For
example, remittances have linked migrant home town associations to their communities of origin by
engendering aspects of voluntary association, civic participation, and shared and transparent decision-
making, all critical elements of good governance.

Further, migrants abroad have established small and not-so-small business enterprises that link to
and draw from their country of origin. Some migrant groups are creating organized philanthropic
efforts, which must make difficult and well-informed decisions about where and how to invest scarce
resources. Migrants and their connections back home also foster return tourism that spans
generations and provides important foreign currency for countries of origin. While it is difficult to
measure these contributions, a problem that further complicates hard empirical analysis, these new
social and economic configurations hold promise for development.

4. Accounting for migrant characteristics. With remittances on the rise, there is growing interest
in who remits, how much, and for how long. Some evidence suggests that remittances may peak and
then decline over time, as the family reunification process is completed and immigrants have children
themselves. For temporary migrants, however, the dynamics are unlikely to be the same.

Beyond this, legal status as well as gender may be factors. Undocumented immigrants tend to
congregate in low-wage and informal sectors and cannot easily traverse national borders, thereby
limiting their remitting potential. More research is needed, as well, on refugee communities and their
continuing involvement in their home countries as agents of change or funders of conflict. And, as
more women migrate, independently and as family members, it is important to understand how they
construct their own relationship to their communities at home and abroad, especially because women
may tend to send more money home than men.

Attention to migrant characteristics is accompanied by an interest in how return migrants fare in the
labor force once at home. It is unclear whether the skills and training learned abroad can be applied
effectively at home. The conditions of return, the skills of the returning migrant, and the state of the
domestic economy will all shape this experience.

5. Recovering the costs of brain drain. Migration and development optimists are quick to point to
remittances as the unheralded engine of change. Pessimists are equally quick to target the perennial
and unresolved issue of brain drain. To be sure, the loss of skilled citizens to foreign labor markets
imposes a double penalty on developing countries. The cost of education quickly becomes a subsidy to
already rich countries. This is compounded by the pure loss of talent and potential contributions to the
domestic economy.

It is difficult to put a price tag on brain drain, though some governments hope to do so in order to
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recover some of the costs. Just as AIDS has eviscerated an entire professional class in Africa and
threatens to do so in Asia, many are concerned that emigration and the recruitment of trained
professionals from poor countries will do the same. The "poaching" of talent is magnified by restrictive
immigration policies in destination countries that make circular migration difficult.

Several factors may offset brain drain's potential costs, including remittances, lack of employment
opportunities at home or underemployement, and continued involvement of the transnational
community (including the highly skilled) at home. In fact, some countries, such as the Philippines,
have entered the skills export business with gusto, hoping to maximize their economic returns at
home by remaining engaged with Filipinos abroad.

It is unlikely that rich and poor countries will be able to "split the difference” and balance the costs of
brain drain against the (potential) benefits of remittances. Until then, brain drain and how it is
managed are likely to become even more flammable tinder in policy and political circles.

Conclusion

The five issues addressed above only hint at the enormity of the undertaking. What has not been
mentioned is that the migration field, in general, is seriously hamstrung by a lack of reliable and
comparable data and, most troubling, persistent inertia in that regard. This paper has also focused
entirely on migration from poor countries to rich countries. While the balance of migration has tipped
numerically in this direction, there is an enormous amount of south-to-south migration, which may
have its own set of characteristics and development outcomes.

In the absence of more research, it is not clear that migrants and migration will provide needed
purchase on slippery development terrain. It is abundantly clear, however, that some of the solutions
to maximizing migration's development potential are quite far from the migration arena, such as trust
in the public sector and good governance practices. Faith in migration's potential is good. Facts,
however, will be necessary to transform the vicious into the virtuous circle, without dampening the
spirit that compels migrants around the world.

Kimberly A. Hamilton, PhD is managing editor of the Migration Information Source. This article
originally appeared in the Metropolis World Bulletin, September 2003 (volume 3). More information on
the Metropolis Project can be found at www.metropolis.net.
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Using Remittances and Circular Migration to Drive Development

By Kevin O'Neil
Migration Policy Institute

June 1, 2003

This report summarizes the presentations and conversation that took place during the Migration Policy
Institute-Migration Information Source meeting on "Using Remittances and Circular Migration as
Drivers for Development" hosted by the Center for Comparative Immigration Studies at the University
of California San Diego on April 11 and 12, 2003. The meeting brought together 20 international
experts from academia, research institutions, government, and multilateral organizations. The fields of
expertise represented included demography, geography, refugee protection, development economics,
sociology and immigration law and policy, reflecting the complex and diverse array of issues relevant
to "migration and development.” The goals of the meeting were to:

e highlight changes and new knowledge in migration and development.

e revisit old concepts of migration and development, extract those that continue to resonate,
and build upon them with new ideas.

e open a frank discussion on the potential of circular migration and remittances as drivers of
economic development.
identify data and research needs in the area.
provide the groundwork for a special issue of the Migration Information Source
(www.migrationinformation.org) focusing on migration and development and featuring work
by many of the experts in attendance.

The synopses below closely track the agenda of the meeting, but also reflect the broad range of
related issues that arose in the course of discussion.

1. Migration and Development: What's New, What's Old, What's Out

Introduction: Migration and development have been discussed together for well over 30 years. The
meeting began with a critical overview of thought on the topic, aimed at discarding flawed concepts,
reviewing old debates and identifying new trends. Rather than attempting to settle questions that
have long resisted conclusive answers, the meeting focused on building the knowledge base needed to
develop coherent policies that maximize the development potential of migration. Discussion was
guided by realism about the limited ability of the state to influence positively migration outcomes and
by recognition of the determination, hard work, and contributions of migrants themselves. There is a
growing awareness of the need to move discussion away from a single-minded focus on state policy to
one that also looks at migrants themselves; several attendees spoke of a need for "immigrant policies"
in addition to "immigration policies."

Advances in research and thinking on migration informed this discussion. Old themes have reemerged
in new contexts, new trends have been studied, and difficult debates continue.

Old and discredited ideas:

e The concept that either poverty or overpopulation, in and of themselves, causes migration is
an oversimplification. People move for a variety of reasons, and their movements are
facilitated by complex and enduring transnational social networks.

e The wishful thinking that economic development can reduce migration pressures in the short
term has been dispelled.

Old, but reemerging ideas:

e Interest in remittances has grown while questions about how best to capture development
impact remain. Globally, remittances have grown both in nominal terms and relative to source

www.migrationinformation.org 15



Migration Information Source: Selected Readings on Migration and Development

countries' GDPs, far outpacing growth in official development assistance. Furthermore,
remittances are more stable than both foreign investment, both direct and portfolio. Thus,
more countries are looking to remittances as a development tool.

e Debate over the "brain drain" continues. Many developing countries remain very concerned by
their lack of control over high-skill labor exports. However, as high-skill and other emigrants
have increasingly lent their expertise and capital to business ventures in their home countries,
discussion has shifted to embrace the concepts of "brain gain" and "brain circulation.”

New developments:

e Complex "replacement” migration flows have gained in prominence. One example is the
replacement of Canadian doctors and nurses who have moved to the US by South Africans,
followed by the migration of Cuban medical professionals to South Africa.

e Women account for a growing and often unacknowledged proportion of migrants. In particular,
Arab countries and the "Asian tigers" have attracted large numbers of domestic workers.
These workers are among the most abused and least protected groups of migrants. Attempts
to limit this type of migration have only driven flows underground, where more potential for
abuse exists. However, innovative programs, such as one that gives mobile phones to
Indonesian women working abroad, can prevent isolation and abuse in the destination
country. Implications of the continuing feminization of migration include the "care drain" of
women who leave their own families to work abroad as domestic workers.

e Financial flows from migrants other than remittances have grown, including tourism by
emigrants and individual and collective foreign direct investment and philanthropy in the
source country.

e The concepts of "political and social remittances" has entered the conversation in response to
the recognition that migration promotes the exchange of ideas and practices as well as people
and money.

e Successes in places such as Hinschu, Taiwan and Bangalore, India have drawn attention to the
role of migrants in creating business linkages and outsourcing production back to their source
country.

e Technology has multiplied and intensified the networks that tie migrants and their source
countries. The Internet helps migrants maintain social and business ties and gives prospective
migrants ready information about jobs and life in the destination country, as well as
information about how to get in. Cheap transportation has made return visits or circular
migration much more feasible.

e The focus on international migration, and in particular on migration from developing to
developed countries, risks ignoring internal and intra-regional migration. Internal and inter-
regional migration are more likely to involve the extremely poor and thus are very important
both in terms of their direct development impacts and their role in step-wise international
migration.

e There is a growing appreciation of the extreme measures—fueled by what some will call
"desperation” and others "determination"—that people will take to migrate. A migration and
development agenda must consider the adverse effects of border control policies and minimize
both illegal crossings and the risks they involve. "Concentrated border enforcement" by the US
on the US-Mexico border in the 1990s sought to discourage illegal entry by closing the easiest
routes and raising the costs of crossing. Crossings did not drop. Rather, illegal migration flows
were diverted through more dangerous terrain. As a consequence, organized smuggling
increased and migrant deaths in remote border areas rose markedly. Undocumented Mexican
migrants now tend to stay in the US longer in response to the increased risk involved in
making another trip to the US.

e Labor migration continues to be part of the discussion on trade liberalization in the context of
the WTO's General Agreement on Trade in Services. Although political complications make
significant liberalization of labor migration under multilateral agreements difficult, trade and
migration experts need to work more closely. Likewise, although NAFTA and other free trade
arrangements have not reduced migration pressure, migration remains relevant to developed
countries when considering trade policy.

An Enduring Debate: Migration continues to raise difficult questions about the nature of development
itself. On one level, development is the alleviation of poverty, and migration clearly contributes to this.
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Migration that results in remittances raises the incomes of the families of migrants and sustains many
poor households. Much of that additional income is spent on debt repayment, housing, food, and basic
health care and education, roughly in that order. Thus, migration and remittances contribute to
progress toward some of the UN's 8 Millennium Development Goals.

On another level, however, development entails long-term structural change: improvements in
knowledge, human capital, and infrastructure and the creation of efficient and accessible markets,
governments, public services, and other institutions. When viewed through this second lens of
development, the effects of migration become more complicated. Some analysts worry that migration,
rather than promoting the structural changes needed for development, may actually delay them while
creating unsustainable local and family economies. This argument draws a parallel to natural resource
windfalls and posits that migration's potential is squandered if it raises incomes without boosting
human capital and institutional capacity. According to this line of thought, migration may rob
developing countries of their most motivated and innovative people, delaying institutional change.
Further, the world's very poorest do not often migrate internationally, blunting migration's impact on
poverty.

This philosophical bend does not necessarily lead to different research and policy prescriptions,
however. Whether or not labor export constitutes "real" economic development, widespread
agreement exists that stopping migration is neither possible nor desirable. Instead, public policy
should focus on maximizing the development benefits of migration by increasing the positive impact of
remittances and taking advantage of the learning and business opportunities offered by circular
migration and the transnational connections that migrants create. No matter where they stand in this
debate, experts agree that remittances and the other benefits of migration are the private rewards to
the exceptional hard work, risk and initiative of the migrant. Public policy made in the name of
economic development must first and foremost reflect this reality: that the basic units of migration,
and the most important actors for development, are migrants themselves, not the state. In particular,
policies toward remittances must enhance the opportunities available to migrants and their families
through innovative financial instruments and incentive-based programs that also further broader
development goals.

1. New Issues Related to Circular Migration

Introduction: The popular legend of immigration is that migrants move to a receiving country, settle
there permanently and are assimilated into a new culture. The reality is that this story represents an
increasingly smaller proportion of all migration: a growing proportion migration is circular (migrants
return to their sending country, once or many times over a period of time) and "transnational”
(migrants move to migrant communities in one or more receiving countries while maintaining strong
social, business, and political ties to the sending country.) Although this shift is not as obvious or
pronounced for all immigrant groups, these new paradigms of migration represent a potential lever for
development: financial, human and social capital gained abroad can have powerful benefits for the
source country if migrants return or maintain strong ties. Unfortunately, migration policy still has not
addressed these predominant forms of migration and remains grounded in the binary concepts of
"permanent” and "temporary" migration. Innovation is needed to help sending countries promote
circular migration and use it for development and to assist labor importing countries in developing
better temporary labor migration programs.

New knowledge and developments in circular migration

e Modern forms of transport and communication have reduced the "friction of distance" between
sending and receiving countries.

e International social networks, based on kinship and hometown ties, give migrants social
capital that is useful both in the source and receiving country, encouraging movement
between the two.

e Globalization and the growth of international companies have resulted in a dramatic increase
in the number of international transfers within companies.

e The number and variety of occupations that have become part of the international labor
market exploded, and will continue to grow. Even in middle-income countries, migrants
provide most of the labor in the agricultural, construction, and domestic services sectors.
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e A worldwide migration industry has developed, often with the participation or encouragement
of national governments, to facilitate temporary labor movement. This industry has both a
legal and a black market component. Despite the fact that the clandestine immigration
industry is largely controlled by well-organized criminal cartels, many enterprises that
facilitate illegal immigration are small family businesses.

e Policies intended to stop undocumented immigration inflows may cause undocumented
migrants to spend longer amounts of time in the host country and encourage them to bring
their families. For example, Indonesian workers cross the loosely controlled border with
Thailand regularly, but few settle for long. In contrast, Indonesians who make the more
closely guarded passage to Sabah in Malaysia tend to bring their families and stay longer.

e Receiving countries increasingly prefer temporary migration programs to permanent ones,
although they are rightly concerned about how "temporary" they are. Australia, for example,
established its first temporary worker programs in the 1990s. One estimate predicts that 15%
of new "temporary" migrants will end up living in Australia on a "permanent” basis—a
significant number, but not justification for the oft-repeated quote, "There is nothing more
permanent than temporary migration.” The natural tendency toward voluntary circular
migration, properly encouraged, can make temporary programs more successful for all
parties.

e Labor segmentation is playing an ever-increasing role in driving migration, particularly circular
migration, but policy does not yet reflect this reality. In an increasing number of developed
countries, natives are unwilling to perform work that is low-wage, low-prestige, seasonal, or
physically demanding. As the populations of the developing countries age, the demand for
hard and relatively low-skill service work associated with the needs of the elderly will continue
to rise. However, migration programs in the developed countries, particularly temporary ones,
generally aim to attract high-skill labor and, aside from the agriculture sector, exclude low-
skill labor.

e The role of migration and circular migration in spreading diseases such as AIDS and SARS
needs to be examined. Still, public health measures aimed at migrants need to avoid
scapegoating them and acknowledge that labor migrants are not the only—or even primary—
carriers of diseases from country to country. For example, evidence shows that AIDS was
introduced to Indonesia not by returning labor migrants, but Indonesian soldiers returning
from peacekeeping duty.

Temporary labor migration: The good, the bad, and the difference.A first step toward
integrating circularity into our policy frameworks will be to devise temporary labor migration programs
that work well. Experience with temporary labor migration has not been universally positive for
migrants, sending countries or receiving countries, but good models and clear lessons do exist.

The good: Mexico's temporary agricultural labor program with Canada has been generally successful
both in protecting worker rights and promoting circularity. The Mexican government recruits workers
for jobs arranged through a Canadian employer's association. The agencies involved certify and
monitor both workers and employers. Last year, 12,500 workers participated. In 28 years of
operation, no Mexican migrants are thought to have overstayed their visa, only 5% have returned
before their visa expired and a number of workers return to the same employer year after year.
Switzerland, too, has had a successful temporary visa program that allows migrants to work in the
hotel and service industry for nine months per year. Participation in the program has reflected the
ongoing development of the sending countries: Southwestern European migrants have been gradually
replaced by eastern European workers.

The bad: Temporary labor programs have an enormous potential for abuse, particularly when they are
unilaterally administered and their rules are not carefully enforced by the receiving authorities. H-2A
and H-2B visas granted by the US, the overwhelming majority of which go to Mexicans, are tied to
specific jobs. The system gives employers and recruiters an enormous amount of power over
migrants; with little regulation and enforcement on either side of the border, migrants may pay a
recruiter for a visa only to end up working for sub-standard wages or conditions. In practice, the
system may also be encouraging illegal, long-term stays.

The difference: Future temporary labor migration programs should:
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create committed bilateral partnerships between sending and receiving countries.

be market driven, flexible and self-adjusting.

take advantage of technology in matching employers and workers and enforcing regulations.
consider both the costs and benefits to the receiving country's workers.

give migrants the same rights and obligations as native workers to every extent practical.
open a clear path to legal permanent residency for temporary workers who meet
predetermined requirements.

not tie workers to a specific employer beyond an initial period.

be self-financed.

have clear, independent dispute-resolving mechanisms.

minimize bureaucracy without surrendering the government's ability to audit and enforce
compliance.

11l. New Issues Related to Remittances

Introduction: Remittances sent back by migrants continue to be a powerful financial force in
developing countries. Many countries, such as Jordan, Nicaragua, or El Salvador receive remittances
estimated to total 10% or more of GNP. After foreign direct investment and trade-related earnings,
remittances are the largest financial flow into developing countries, far larger than official
development assistance. Unlike development aid, remittances are spent directly by the families of
migrants, so in many respects remittances are a very efficient way to raise the incomes of people in
poor countries. However, the costs of transmitting remittances remain high and the wider
development effects of remittances are far from clear. There are ways that policy can make
remittances a more effective development tool, but interventions must be prudent, incentive-based
and informed by further research. New Knowledge and Developments in Remittances

e Research continues to show that remittances are largely spent on debt maintenance,
retirement, housing, consumer durables, everyday expenses, education and health care. There
are indications that in some parts of the world there has been a shift from spending on
housing toward spending on everyday needs.

e Remittances, at least as officially measured, have increased faster than developing countries’
GDPs over the past decade. Remittances to Latin America have grown particularly quickly. This
probably reflects both a real increase in total remittances and an increase in the proportion of
remittances that move through formal, observable channels.

e legal status affects remittances. Legal immigration status increases remittances by raising
earnings and making sending remittances easier, but may decrease remittances over the long
term by increasing integration in the migration-receiving country. One study showed that for
migrants who enter illegally and later achieve legal status, remittances grow steadily, peak at
the time of regularization, and decrease gradually thereafter.

e There are remittance "life cycles” and they vary across cultures, countries, and economic
conditions. For example, Indian migrants in the US generally stop remitting within one
generation, while many Koreans in Japan continue remitting two generations after migration.
In many cases, if one migrant in a family returns home or stops sending money, a
"replacement remitter" often migrates.

e Flows of "remittance migration™ have grown in response to economic crises. Ecuador’s
international migration grew significantly in the late nineties when the country was hit by a
major economic crisis. 75% of Ecuadorian households now receive remittances totaling $1.5
billion a year. Most of this remittance growth has been in the past three years and 70% of
households with a member abroad say that the migrant left within the past five years.

e Countries may at times discourage mass return in order to maintain the flow of remittances. El
Salvador, for example, encouraged the extension of Temporary Protected Status to allow its
citizens to stay in the US.

e Anti-money laundering provisions put into place after September 11th have disrupted a few
informal remittance channels, specifically those involving the Middle East, Indonesia and the
Philippines. The full effect of new security measures remains to be seen.

e The matricula consular identification card has made it easier for undocumented Mexican
migrants to get bank accounts and remit via banks, which are often cheaper. However, the
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political backlash to the matricula in the US has led El Salvador to put similar consular
identification plans on hold.

e The cost of sending remittances to Latin America from the US has remained much higher than
to the rest of the world. Poor banking infrastructure in some Latin American countries and
long-term contracts with wire service companies have inhibited competition. US banks have
entered the market in order to use remittance services to attract US-based immigrants as
long-term customers for other banking services.

Comments on Policy toward Remittances

e A light hand is needed. Concern was expressed that government intervention in remittances
risks destroying the enormous benefits of remittances. The government does have a role to
play, in supporting migrants who would like to start businesses, invest in their community of
origin or donate to public projects, for example, but caution is needed.

e Cut the cost of sending remittances. Competition, market exchange rates and easy access to
formal banking institutions are keys to reducing the amount of money spent on remittance
transfers.

e Encourage the use of financial services. Remittances can be a way of introducing the poor to
banks and they will have stronger positive developmental effects if families keep their
remittances in bank accounts. Innovative micro-credit programs, an expanded banking
infrastructure and the use of new financial instruments like remittance-backed bonds should
be supported.

e Nothing can replace a sound macroeconomy and good investment environment. Migrants will
remit more and invest remittances in activities with substantial multiplier effects if
exchange/inflation rates are stable and there are viable business opportunities available. Thus,
a positive investment climate may be the most powerful tool for maximizing the benefits of
remittances.

1V. Data and Research needs

Introduction: Better data and better-guided research is needed to inform policy on migration and
development. In particular, migration research needs to focus on and understand better circular and
temporary migration, look more at the community and long-term effects of migration and reconcile
differences in research and data collection methods with economists and financial institutions.
Particular needs brought up by issues in migration and development include:

Circularity

e Current migration data is based on obsolete, binary models of migration and relies too heavily
on census and administrative sources. New studies must use longitudinal surveys and a more
flexible view of migration that takes circularity into account.

e When each is used alone, visa information, census data and the stated intentions of migrants
do not accurately reflect actual migration behavior over time. Data from multiple sources and
time points and new types of analysis are needed to learn more about migration decisions.

e More information is needed about the effects of policies that disrupt circularity (such as
tightened border controls) or that encourage it (such as transferable pensions).

Remittances

e Future studies of remittance use must focus on the effect remittances have on households’
spending of total income. Too many surveys have asked only how the remittances themselves
were spent.

e Remittance studies need to look at the effects on entire communities, rather than just
households, and to look at changes over time. For example, it is possible that even if
remittances decline as a migrant becomes integrated into the receiving country, the social
usefulness of those remittances increases because his or her family has met their basic needs
and is now capable of investment.
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e Current measures of remittances are incomplete, inconsistent, poorly understood and not well
grounded in the reality of migration. One common measure of remittances is the IMF's
measurement of "worker's remittances" in the current account, but that figure is somewhat
flawed; the earnings of workers who have been living abroad for less than a year are often
counted separately in “compensation of employees abroad" and the resources they bring when
they move between countries as "migrant transfers," but these categories may be too broad.
The IMF also determines residency using a "center of economic interest” criterion that does
not match the definition of residency most often used in discussing migration. Compounding
the problem, individual central banks use their own criteria to count remittances.

e The net gains of migration to a family need to be quantified. The conventional wisdom that
remittances boost family incomes has not been thoroughly evaluated. If, for example,
remittances are in fact repayment by migrants for a loan used to pay the often extortionary
costs associated with illegal migration then migration may be a zero-sum outcome for the
family left behind, or even a loss, for some period of time. While this seems unlikely, study of
the net benefits to remittance-receivers is needed.

e Are remittances overcounted or undercounted? Official estimates of remittances do not usually
include money sent by informal means or remittances held in foreign currency accounts (until
they are converted to local currency), leading many experts to believe that they are
significantly undercounted. On the other hand, official estimates may include clandestine
transfers from illicit activities or other non-remittance transfers. Finally, in calculating
remittances, some researchers and central banks include "compensation of employees abroad"
but much of this money is spent in the migration-receiving country and never remitted.

Other Needs

e Questions remain about many theories commonly used in thinking about migration. For
example, the "migration hump" will not be a useful policy insight until it is refined and tested.

e There is a need for "counterfactuals." Migration studies rarely aspire to the rigor of a
controlled scientific experiment and all too often study only households that do migrate, while
ignoring those with no migrants.

e More econometric studies of migration-related topics are needed.

e The development of transnational political identities needs to be examined more closely. As
more countries emphasize dual citizenship and allow migrants to vote from abroad, the effects
on both the migrants and the political systems in the sending country need to be explored
more systematically.

e The role of funding from migrants in perpetuating civil conflicts deserves more examination.
Examples of violent groups financed by migrants include the IRA in Ireland and the Tamil
Tigers in Sri Lanka.

Summary Remarks: As evidenced by the number and range of data and research needs identified,
migration and development is a field where unanswered questions and unsettled debates still abound.
A few clear points emerge, however:

e For both sending and receiving countries, efforts to limit or control overall levels of migration
have all too often resulted in limited success and unforeseen consequences. However, well-
informed policies by governments and the private sector that seek to manage and channel
migration can enhance migration’s benefits and minimize its costs. Research and policy advice
should focus on finding better management tools and identifying places where judicious use of
policy can help developing countries benefit more from migration.

e The community of researchers who study migration is continually redefining and improving its
understanding of the changing behavior of migrants. Concepts like “circularity” and
“transnationalism” have drawn attention to more ways that developing countries benefit from
migration. However, both data collection and public policy remain largely grounded in older,
less relevant concepts of migration.

e The intersection between migration and development is large and complex. Migration is tightly
linked to a variety of development policy issues: international trade and investment,
development aid, finance and macroeconomic growth, among others. Likewise, all types of
migration have development impacts, from refugee resettlement to high-skill labor migration.
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New research is needed on a myriad of topics and researchers must be prepared to engage
policymakers on a variety of issues. Far greater coordination and collaboration between these
two communities will be needed to make research in the area as effective as possible.

Policymakers and researchers alike must not forget that the fundamental units of migration are
migrants themselves. Policies must be built around migrants to give them incentives and disincentives
that further both the aims of receiving countries and the development aspirations of sending
countries.
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Migration and Development: Reframing the International Policy

Agenda

By Sharon Stanton Russell
Massachusetts Institute of Technology

June 1, 2003

The subject of migration and development is high on the international agenda. It has become a
prominent theme in debates within the Euopean Union and in the work of international organizations
(see sidebar), and the United Nations General Assembly will discuss the topic once again in its
upcoming 58th Session. Thus, it is timely to consider the characteristics of the current policy
discussion. What is its scope? Where is it taking place? How does it manifest itself? And what aspects
of it warrant "reframing"? A review of the sources noted in the sidebar prompts several observations

about the character of the broad discourse on
migration and development.

Overview of Themes and Trends

First, the discussion in the literature tends to be not
only state-centered but also developed country-
centered. In part, this is a function of the audiences
to which these documents are directed, and the
nature of the organizations by which they have been
commissioned. This is not to fault them; they are
doing what they are supposed to do. However, one
of the Copenhagen papers poses a trenchant
question about the motives of developed countries:
"Can partnership with developing countries be real if
preventing further migration is the principal
European migration policy goal?" (Nyberg-Sgrensen
et al., p. 49).

The motivation may be unpalatable, but if the intent
is to promote greater consistency between migration
policies and development policies and to engage
developing countries as partners in this process, we
may be well advised to ignore the motivations and
applaud the objective. That said, the perspectives of,
and policy options available to, developing countries
are too often lacking in the discourse, and greater
attention to these would be a welcome part of any
"reframing." Further, at least some of the voices in
the discussion of migration and development raise
the important point that policy on trade (an
important two-way relationship) is critical to

Sources on the Policy Debate

As Kathleen Newland's article in this issue
of the Migration Information Source
suggests, the discussion of migration and
development is wide-ranging. This broad
scope is also reflected in the papers from
the April 2002 Copenhagen conference on
The Migration-Development Nexus
(International Migration 2002). Other
recent examples of the current policy
discussion include the UN Population
Division's International Migration Report
2002 (UN 2002), the recent Communication
from the European Commission
(Commission of the European Communities
2002), reports from the remittances project
launched in 2000 by the Multilateral
Investment Fund of the Inter-American
Development Bank, the latest volume of
Global Development Finance (World Bank
2003), and various internal UN reports.
These are just some of the institutionally
based examples of the discussion. In
addition, there are a number of studies—
published in journals, or in progress—by
individual researchers that form part of the
discourse.

development, and a much larger and more powerful tool than aid, so the subject is not absent from
current policy discourse. In practice, however, trade policies of high-income countries are too often

inconsistent with their policies to promote development in low-income countries, in part because trade
policies are especially sensitive to domestic political forces.

Second, the broad discussion also frequently suggests that the subject of migration and development
is "new" or has been neglected or marginalized until now. It is true that the salience of migration and
development in multilateral organizations and international agendas has grown dramatically in recent
years. But this should not obscure the fact that there is a body of literature on various aspects of the
subject that goes back at least a decade or two. As we move forward in the policy discussion and in
new research directions, we should not lose sight of the findings of previous studies, lest we "reinvent
the wheel." Of course, some "old issues" are still with us. For example, we are not finished with
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understanding the "migration hump" (the relationship between income and the propensity to
emigrate). Among other open questions, even if countries are better off in absolute terms (by per
capita income and other measures of development), what happens to the propensity to migrate if their
relative position with regard to other countries has declined with widening disparities in income
between countries?

Third, there is room for more explicit and nuanced discussion
of what we mean by "development.” In much of the policy

discussion, the term is not operationalized or defined. "Can partnership with developing
Recognizing that "development™" appears on both sides of the countries be real if preventing

equation—i.e., as both a dependent and an independent further migration is the principal
variable—a reframed discussion would benefit from European migration policy goal?"

considering not only changes in levels and distribution of per

capita incomes, but also political and social dimensions of

development, including, for example, democratic institutions,

transparency, an active civil society, and equitable access to political participation.

Fourth, the integration of migration in external policies and programs, noted by the European
Commission as "...a new field of action for the [European] community co-operation and development
programmes" (Commission for the European Communities, 2002, p. 18), along with the growing
attention to migration in globalization debates and in regional processes linked to the Berne Initiative
are likely to open new opportunities for research and insights into the complexities and outcomes of
these efforts in the realm of migration and international relations. Finally, new evidence provided by
the UN Population Division indicates that 60 percent of international migrants (people living outside
their countries of birth or nationality) are now in the more developed countries, whereas two decades
ago more than half of all international migrants were to be found in the less developed countries.
Admittedly some of this apparent population redistribution is the result of reclassifications following
the breakup of the former Soviet Union and Yugoslavia. However, this shift reminds us that the
changing demographic factors underlying migration (including changes in rates of natural increase,
overall population growth, and labor force size) will require continual reframing of the policy discussion
about migration and development, albeit in ways that may not be readily foreseen.

Toward Prescriptive Policies

Remittances have long been a central factor in the relationship between migration and development.
Arguably one of the most salient, and welcome, features of the current policy discussion is the
participation of new voices from institutional actors, notably multilateral and commercial banks, non-
bank financial institutions, and migrants' "hometown associations.”" Their engagement has led to
greater attention to—and some progress toward—reducing the transaction costs of sending
remittances, increasing the volume of flows through official channels, and developing new instruments
(such as remittance-backed bonds), to facilitate leveraging remittances for development purposes. So,
what is there to "reframe?" Much of the current discussion lacks an adequately updated and expanded
knowledge base from which to derive meaningful, prescriptive guidance to developing countries about
what policies are likely to enable them to make the best uses of remittances. To provide such
guidance, we need more and better empirical, multivariate analyses to explore the efficacy of various
policy mixes. For example, how do remittance flows, utilization, and effects interact with—and differ
under—alternative approaches to macro-economic stabilization via fiscal and monetary controls,
exchange rate regimes, trade, and institutional reforms in financial sector and state-owned
enterprises? A better understanding of the relationships between remittances and economic policies
would help inform the decisions of developing countries and strengthen their "agency" in dialogue with
developed countries, although we should also bear in mind that there are, inevitably, limits to what we
can expect policies to accomplish.

Maximizing the Benefits of Return and the Diaspora

The policy discussion about migration and development also addresses “circular" or "return” migration,
concerning which there are three points that invite reframing. First, one thread of the current
discourse focuses on the strategy of linking development assistance to the willingness of developing
countries to take back ("readmit™) migrants who originated from these countries, when a developed
destination country seeks to return them. A recent example is the Communication from the EU
Commission to the Council and the European Parliament in December 2002, which postulated that,
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"...presenting a global development package to developing countries will encourage them to enter into
readmission agreements” (Commission of the European Communities, 2002, p. 5). Such language
reflects the highly politicized nature of some types of returns and of EU thinking about migration and
development. In all likelihood, this approach will not go away any time soon, in part because it is
viewed (at least by some) as serving to reassure domestic constituencies that migration is being
"managed." But in linking development assistance and readmission, all concerned would be well-
advised to study and consider the consequences—at the household, community, and national levels in
countries of origin—of state-initiated returns, both planned and unplanned. For example, there are
deportations of irregular migrants, rejected asylum-seekers, unwanted migrant workers (such as
those expelled from Saudi Arabia and other Gulf States), and those suddenly displaced by wars. It will
be difficult to evaluate the efficacy of EU efforts to link development and readmission until and unless
there is sufficient funding devoted to development per se. Of the 934 million Euros programmed for
external aid in 2000-2006, only 13 percent is allocated to "development,” and that for only two
countries, Morocco and Somalia. The major share of the budget is allocated to "management of
migration flows" (read strengthening border control and mitigating illegal or irregular migration).

Second and more generally, in the past various studies have suggested that "return migrants do not
fare well in the labor market. In many cases, their unemployment rate is higher than [that of] non-
migrants.” (O'Conner and Farsakh 1996, p. 23). Given the many forms of return now taking place,
from deportations to "brain gain," it is time to revisit the experiences of returnees, disaggregating
them by types of return.

Third, the increasing efforts on the part of governments in origin countries to reach out to their
migrants abroad raise a number of issues that need to be explored. The subject and implications of
dual citizenship are already on the agenda, but there are further, related topics that need to be
addressed. For example, what are some of the challenges to governance posed by transnational
communities? Do migrants abroad have the same "standing" in decisions about their home countries
as those who have remained behind? "Who decides who decides?"

Conclusion

As the discussion of migration and development proceeds, it is to be hoped that at least some key
issues will be reframed along the lines proposed here. Within the high-income countries, greater
coherence between trade and development policies—and more attention to the implications of the
former for migration—is warranted. More and better research is called for to strengthen our
understanding of the relationship between migration and both income and other indicators of
development, as well as to expand the knowledge base from which to derive guidance to developing
countries seeking to make the most effective use of remittances. We need to assess carefully the risks
and benefits of various forms of return migration and to address the myriad issues associated with
governing transnational communities. Such reframing offers the potential to strengthen the
partnerships between origin and destination countries.
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Understanding the Importance of Remittances

By Dilip Ratha
World Bank

October 1, 2004

Workers’ remittances have become a major source of external development finance, providing a
convenient angle from which to approach the complex migration agenda. The development community
needs to consider how to best manage remittance flows and how the body of research on remittances
can be strengthened, both for the purpose of understanding the impact of remittances and for forming
more effective policy for managing remittances. This article looks at these questions and explores
ways to improve on the knowledge and impact of remittances in development.

Officially recorded remittances received by developing countries exceeded $93 billion in 2003. The
actual size of remittances, including both officially recorded and unrecorded transfers through informal
channels, is even larger. Remittances are now more than double the size of net official flows (under
$30 billion), and are second only to foreign direct investment (around $133 billion) as a source of
external finance for developing countries.

In 36 out of 153 developing countries, remittances are larger than all capital flows, public and private.
Also, remittances are stable, and may even be counter-cyclical in times of economic hardship (Figure

1). Moreover, remittances are person-to-person flows, well targeted to the needs of the recipients,
who are often poor. They can also be altruistic transfers that do not have to be paid back.

Figure 1: Resource flows to developing countries (in billions of dollars)
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Exorbitant fees — 13 percent on average and frequently as high as 20 percent — charged by money
transfer agents are a drain on hard-earned remittances (Figure 2). These fees especially affect the
poor. Reducing remittance fees by five percentage points could increase annual remittance flows to
developing countries by $4 to $5 billion.

It is difficult to see why remittance fees should be so high, and why they should increase — rather than
stay fixed — when the amount of transfer increases. It appears that the regulatory framework is
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flawed. There seem to be barriers to competition, and perhaps duplication of efforts in the payments
system (e.g., each transfer agency investing in its own proprietary transfer system). Fixing this
problem would involve policy coordination in both source and destination countries.

Figure 2: Remittance costs from Brussels to any location worldwide
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Improving migrant workers’ access to banking in the remittance-source countries (typically developed
countries) would not only reduce costs, but also lead to financial development in many receiving
countries. Facilitating remittance flows would require using the existing retail financial infrastructure,
such as postal savings banks, commercial banks, or microfinance institutions in rural areas. Also,
given that the average cost declines as remittances increase, there may be scope for policy measures
that alleviate cash constraints and enable migrants to send larger amounts of funds (though less
frequently), thereby saving on remittance costs.

Regulation of Remittance Flows

There is a need to strike a balance between a regulatory regime that minimizes money laundering,
terrorist financing, and general financial abuse, and one that facilitates the flow of funds between
hard-working migrants and their families back home.

Remitters use informal channels because these channels are cheaper, better suited to transferring
funds to remote areas where formal channels do not operate, and offer the advantage of the native
language and, on rare occasions, anonymity. Informal channels, however, can be subject to abuse.
Strengthening the formal remittance infrastructure by offering the advantages of low cost, expanded
reach, and language can shift flows from the informal to the formal sector. Both sender and recipient
countries could support migrants’ access to banking by providing them with identification tools.

Development Impact

On the positive side, remittances are believed to reduce poverty, as it is the poor who migrate and
send back remittances. But this view has its critics.

It is sometimes argued that remittances may increase inequality, because it is the rich who can
migrate and send back remittances, making recipients even richer. These questions should be studied
at the macro level using cross-country data, and at the micro level using household surveys. The
impact of remittances depends on their use, especially on schooling of children. A recent study from El
Salvador shows that the school drop-out rate is lower and the enrollment ratio higher in households
that receive remittances.
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It's important to consider how remittances may offset the negative effects on economic growth and
fiscal revenue of the remittance-receiving country when skilled workers emigrate. The brain drain
issue, along with the issue of job competition from in-migration in labor-receiving countries, may well
hold the keys to the success of the global migration agenda.

Improving Available Data

Reliable data on remittances are key to understanding the impact of development, yet available data
leave much to be desired. Informal remittances are large and indeterminate. But even recorded data
are also incomplete. Canada and Denmark, for example, do not report any remittance data.

A major effort will be necessary to improve data on remittances. This effort would have to go beyond
simply collating information. It would require investigating the relationship between migration stock
and remittance flows, migrant workers’ remittance behavior in major remittance-source countries, and
the way remittances respond to changes in the source and destination economies.

Fiscal Incentives

The majority of developing countries offer tax incentives to attract remittances. The side effect of such
incentives, of course, is that remittances may then be used for tax evasion and money laundering.
Also, a number of governments provide matching funds for remittance-backed projects.

For example, some states in Mexico use a “3-for-1” program, matching every dollar sent by migrant
groups with $3 of local government funds to pay for infrastructure projects. This means a school could
be rebuilt with $1,000 from migrants and $3,000 from the local government, for a total investment of
$4,000. Again, the side effect may be diversion of scarce budgetary resources to projects that non-
resident nationals favor. These questions have not been examined seriously yet.

Many aid agencies are looking into using hometown associations (HTAs) to channel aid, but these
associations will have limited potential for channeling any significant volume of official funds.
However, HTAs might be used to promote community financing of infrastructure or provide other
collective funding for community priorities.

Related to the brain drain question is the issue of how governments in labor-sending countries may
recover lost taxes resulting from skilled migration. The literature has suggested changing the tax
policy from one based on geography (i.e., taxing income guaranteed within the country) to one based
on nationality (i.e., taxing nationals even when they reside abroad, similar to the US tax policy).

Conclusion

There is tremendous potential for using remittances to encourage development in countries. Yet,
though much progress has been made toward understanding remittances, the limitations mentioned
above highlight how their potential impact is significantly reduced.

Learning more about the best ways to capture and make use of remittances will require reconsidering
how financial inflows are received in countries. In addition, development policymakers will need much
more research on how to use remittances so they positively contribute to migrants’ home communities
and countries.

Dilip Ratha, a Senior Economist with the World Bank in Washington, DC, is an expert on migrant
remittances. He has worked extensively on international finance in areas ranging from official
development finance to private flows using high-end financial instruments. Email:
Dratha@worldbank.org.
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Remittance Data

By MPI1 Staff
June 1, 2003

The main sources of official data on migrants' remittances are the annual balance of payments records
of countries, which are compiled in the Balance of Payments Yearbook published annually by the
International Monetary Fund (IMF). For more information on remittances from the United States based
on this data, see this issue's Spotlight.

In migration literature, the term "migrant remittances"” has generally come to refer to the transfers in
cash or in kind from a migrant to household residents in the county of origin. However, the IMF data

presented in the tables below are based on a much broader definition and include three categories of
data:

e Workers' remittances refer to transfers in cash or in kind from migrants to resident
households in the countries of origin. Usually these are ongoing transfers between members of
the same family, with persons abroad being absent for a year or longer.

e Compensation to employees refers to the wages, salaries, and other remuneration, in cash
or in kind, paid to individuals who work in a country other than where they legally reside. For
example, the wages earned by seasonal or other short-term migrant workers (i.e., abroad for
less than a year) would be included in this category, as well as border workers who work, but
do not reside, in a neighboring country. It also includes wages and salaries earned by the local
staff of foreign institutions, such as embassies and international organizations, and companies
based abroad but operating locally.

e Migrants' transfers refer to capital transfers of financial assets made by migrants as they
move from one country to another and stay for more than one year.

The data provided in the tables below show the total remittances, which is the sum of the values of
the three IMF categories defined above.

While the categories used by the IMF are well defined, there are several problems associated with
their implementation worldwide that can affect their comparability. The data have serious limitations
and the estimates obtained should be interpreted with caution. On the one hand, official remittance
figures may underestimate the size of flows because they fail to capture informal remittance transfers,
including sending cash back with returning migrants or by carrying cash and/or goods when migrants
return home. On the other hand, official remittance figures may also overestimate the size of the
flows. Other types of monetary transfers -- including illicit ones -- cannot always be distinguished from
remittances.

The information presented here is derived from "Measurement of Remittances," pp. 321-362 in

Bilsborrow et al., 1997, International Migration Statistics: Guidelines for Improving Data Collection
Systems (Geneva: International Labour Office).
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TABLES

Table 1. Top fifteen countries with the highest total remittances received, 2001

Country
Mexico
France
India
Philippines
Spain
Germany
Portugal
Belgium
Egypt
Turkey
United
States
Italy

Bangladesh

Greece
Jordan

Total
remittances
(in millions)?
9,920.0
9,220.0
9,160.0
6,366.0
4,692.0
3,800.0
3,573.0
3,493.0
2,911.0
2,786.0

2,380.0

2,266.0
2,104.5
2,014.0
2,011.0

-- Figure rounds to 0.0.
1The remittance data presented in the above table are from IMF (International Monetary Fund),
2003, Balance of Payments Statistics Yearbook 2002 (Washington, DC, IMF Publications Services).
"Total remittances” refers to the sum of the 1) workers' remittances, 2) compensation to
employees, and 3) migrant transfers reported by each country. The remittance data presented for
all countries are for 2001 except the data for India which are for 2000. For additional information
on how remittances are defined and measured, see Chapter Seven in Bilsborrow et. al., 1997,
International Migration Statistics: Guidelines for Improving Data Collection Systems (Geneva:
International Labour Office).
2The source for the gross domestic product for each country is the World Bank website at
devdata.worldbank.org/data-query. The GDP data presented for all countries are for 2001 except
the data for India which are for 2000.
3The source of the total population data for each country are estimates generated by the US
Census Bureau (see www.census.gov/ipc/www/idbrank.html). The total population figures
presented for all countries are for 2001 except India which is for 2000.
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GDP

(in millions)?

617,819.7
1,309,807.0
457,048.8
71,437.7
581,823.0
1,846,069.0
109,802.5
229,609.6
98,475.8
147,682.7

10,065,270.0

1,088,754.0
46,705.9
117,168.7
8,829.1

Total
population®
101,879,171

59,658,144

1,002,708,291

81,369,751
40,087,104
82,280,551
10,066,253
10,258,762
71,901,545
66,493,970

285,023,886

57,844,924
132,974,813
10,623,835
5,153,378

Total
remittances as
percentage of
GDP

1.6
0.7
2.0
8.9
0.8
0.2
3.3
1.5
3.0
1.9

0.2
4.5
1.7
22.8

Total

remittances

per capita
97.37
154.55
9.14
78.24
117.05
46.18
354.95
340.49
40.49
41.90

8.35

39.17
15.83
189.57
390.23
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Table 2. Top fifteen countries with the highest total remittances received as a percentage of
the GDP, 2001

Total
remittances

Total as Total

remittances GDP Total percentage remittances

Country (in millions)*(in millions)? population® of GDP  per capita
Lesotho 209.0 796.7 1,852,808 26.2 112.80
Vanuatu 53.3 212.8 192,910 25.0 276.14
Jordan 2,011.0 8,829.1 5,153,378 22.8 390.23
Bosnia and Herzegovina 860.1 4,769.1 3,922,205 18.0 219.29
Albania 699.0 4,113.7 3,510,484 17.0 199.12
Nicaragua 335.7 2,067.8 4,918,393 16.2 68.25
Yemen 1,436.9 9,177.2| 17,479,206 15.7 82.21
Moldova (Republic of) 223.1 1,479.4 4,431,570 15.1 50.34
El Salvador 1,925.2 13,738.9 6,237,662 14.0 308.64
Jamaica 1,058.7 7,784.1 2,665,636 13.6 397.17
Dominican Republic 1,982.0 21,211.0 8,475,396 9.3 233.85
Philippines 6,366.0 71,437.7, 81,369,751 8.9 78.24
Uganda 483.0 5,675.3] 24,170,422 8.5 19.98
Honduras 541.0 6,385.8 6,357,941 8.5 85.09
Ecuador 1,420.0 17,982.4, 13,183,978 7.9 107.71

1The remittance data presented in the above table are from IMF (International Monetary Fund),
2003, Balance of Payments Statistics Yearbook 2002 (Washington, DC, IMF Publications Services).
"Total remittances" refers to the sum of the 1) workers' remittances, 2) compensation to
employees, and 3) migrant transfers reported by each country. The remittance data presented for
all countries are for 2001, except the data for Yemen which are for 2000. For additional information
on how remittances are defined and measured, see Chapter Seven in Bilsborrow et. al., 1997,
International Migration Statistics: Guidelines for Improving Data Collection Systems (Geneva:
International Labour Office).

2The source for the gross domestic product for each country is the World Bank website at
devdata.worldbank.org/data-query. The GDP data presented for all countries is for 2001 except the
data for Nicaragua which is for 1998 and for Yemen which is for 2000.

*The source of the total population data for each country are estimates generated by the US
Census Bureau (see www.census.gov/ipc/www/idbrank.html). The total population figures
presented for all countries are for 2001, except Yemen which is for 2000.
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Table 3. Top fifteen countries with the highest total remittances received per capita, 2001

Total

remittances GDP
Country (in millions)* (in millions)?
Luxembourg* 576.0 18,540.0
Jamaica 1,058.7 7,784.1
Jordan 2,011.0 8,829.1
Portugal 3,573.0 109,802.5
Belgium 3,493.0 229,609.6
El Salvador 1,925.2 13,738.9
Vanuatu 53.3 212.8
New Zealand 1,034.0 50,425.3
Dominican Republic 1,982.0 21,211.0
Bosnia and Herzegovina 860.1 4,769.1
Albania 699.0 4,113.7
Greece 2,014.0 117,168.7
Austria 1,513.0 188,545.5
Switzerland 1,255.0 247,090.7
Croatia 727.7 20,260.5

Total
population®
442,972
2,665,636
5,153,378
10,066,253
10,258,762
6,237,662
192,910
3,864,129
8,475,396
3,922,205
3,510,484
10,623,835
8,150,835
7,283,274
4,334,142

Total
remittances
as
percentage
of GDP

3.1
13.6
22.8

3.3

1.5
14.0
25.0

2.1

9.3
18.0
17.0

1.7

0.8

0.5

3.6

Total
remittances
per capita
1,300.31
397.17
390.23
354.95
340.49
308.64
276.14
267.59
233.85
219.29
199.12
189.57
185.63
172.31
167.90

1The remittance data presented in the above table are from IMF (International Monetary Fund),
2003, Balance of Payments Statistics Yearbook 2002 (Washington, DC, IMF Publications Services).
"Total remittances" refers to the sum of the 1) workers' remittances, 2) compensation to
employees, and 3) migrant transfers reported by each country. The remittance data presented for
all countries are for 2001. For additional information on how remittances are defined and
measured, see Chapter Seven in Bilsborrow et. al., 1997, International Migration Statistics:
Guidelines for Improving Data Collection Systems (Geneva: International Labour Office).

2The source for the gross domestic product for each country is the World Bank website at
devdata.worldbank.org/data-query. The GDP data presented for all countries are for 2001.

3The source of the total population data for each country are estimates generated by the US
Census Bureau (see www.census.gov/ipc/www/idbrank.html). The total population figures

presented for all countries are for 2001.

“For Luxembourg, all of the remittances reported for 2001 fall into the "compensation to
employees" category. The compensation to employees category includes wages, salaries, and other
remuneration paid to individuals who work in a country other than where they legally reside. This
includes seasonal or short-term migrants, border workers who work but don't reside in a
neighboring country, as well as the local staff of embassies and other international organizations.
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Soaring Remittances Raise New lIssues

By Richard Black

June 1, 2003

The sending of remittances by migrants is an old topic in the study of migration, but one that recently
has stirred renewed policy attention. As estimates of global remittances by migrants rise, to a level
that is on par with global development assistance and foreign direct investment in the developing
world, it is not surprising that the phenomenon is of interest to development policymakers. What,
then, are the "new" issues that researchers should be concerned with, if the development potential of
remittances is to be realized?

A useful starting point is to consider what is already known about remittance behaviour, as a basis on
which new research might build. Beyond the obvious issue of measurement of the quantity of
remittances — where much remains to be done — three key issues stand out. First, when and why do
migrants choose to remit money, or remit greater sums? Second, how are these transfers made, and
are there ways to make these transfers easier or more effective? And third, to what use are
remittances put?

When and Why Do Migrants Remit?

There is now a substantial economic literature that considers the reasons why migrants send money
home, and which seeks to model remittance behavior in order to predict when remittances will
increase. Evidence has been produced to support differing theoretical explanations of remittance
behavior, including "altruism,”™ which suggests that remittances rise when the economic needs of
families back home increase (Becker 1974), the notion of "exchange," which suggests that migrants
are effectively paying back family and relatives for investments in the education or travel of the
migrant (Cox 1987), and the idea of "co-insurance," where both migrant and family provide monetary
and in-kind transfers to ensure the other against temporary "shocks" (Lucas and Stark 1991). More
broadly, it is possible to say with some confidence that remittances are likely to be higher in situations
where the migrant leaves broadly for economic rather than political or social reasons, where they have
temporary rather than permanent resident status, where they are young, but married with family left
behind at home, and that remittances will increase as emigrant wages increase — although at a certain
point, further increases in wage levels do not seem to translate into higher remittances (Taylor 1999;
de la Garza and Lowell 2002). However, these understandings do not necessarily provide clear policy
signals, particularly for governments of sending countries who are likely to have relatively little
influence over who migrates.

Mechanisms for Transfer

A second area of existing research and knowledge — and one which is currently developing quite fast —
is in the analysis of the mechanisms through which migrants send money, and the institutional
barriers to efficient transfer of remittances. For example, there has been interest in the relative
performance of formal and informal channels, and interesting recent work that highlights the efficiency
of channels such as "hundi" or "hawala" systems of money transfer that generally lie outside the
formal and regulated banking and financial sector, and can cost half or less than formal banking and
other channels in terms of commission, as well as having much greater reach to rural areas of origin
of migrants in certain parts of the world (El Qorchi 2002; Ballard 2002).

At the same time, and particularly in the context of fears that such informal systems can also be a
potential channel for money laundering and supply of funds to terrorist groups, there is considerable
interest among policy makers in drawing more remittances into formal, regulated channels. The UK's
Department for International Development has commissioned work on three pairs of countries that are
sending and receiving countries for migrants, to explore the barriers to transfer through formal
financial channels. Similar work by IADB has investigated transmission costs and regulation in this
developing sector in Latin America (Suro et al. 2002).

Here, the policy implications are perhaps clearer: remittances are likely to increase if legislative

barriers and fiscal costs of financial transfers can be reduced; the latter is likely to be facilitated by the
introduction of more market players and modes of transmission, better provision of reliable
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information to migrants on the costs of transfer, and generally better and more credible supervision of
the sector to ensure the transparency and reliability of transfers.

How Are Remittances Used?

The third area of "existing knowledge" concerns the use to which remittance flows are put by
migrants' families and more generally in countries of origin. Here, a longstanding literature has
suggested that remittances are too often put to "unproductive uses" — satisfying basic consumption
needs, buying medicines, building a house for the migrant's retirement, or spending on "conspicuous
consumption" in festivals and funerals as well as daily life — although such expenses can have a
number of multiplier effects in the local economy (Russell and Teitelbaum 1992). Where remittances
are invested in businesses, all too often these are seen as small-scale, at the margins of profitability,
and concentrated in the retail and services sectors. Here, existing policy interest has focused on
providing incentives for migrants to invest in "productive" activity, including special funds and
instruments, investment breaks, loans, as well as training in entrepreneurship skills, and the
promotion of trust, leadership, and transparency.

Challenges to Current Knowledge

However, despite this attention, there remain gaps in our understanding of how remittances are, or
can be used, to promote development, especially given that existing policy incentives are not
generally considered to have been very effective in channelling remittances towards development.

A first point to make is to challenge the notion that the use of remittances for private consumption
necessarily conflicts with the promotion of more socially useful ends — for example, consumption
stimulates demand, which may create markets and jobs, while if "development" is defined as the
reduction of poverty, remittances may be very effective in putting cash directly into the hands of poor
people, to lift them out of poverty. Nonetheless, a first challenge here is to analyze further the extent
to which remittances do go directly to poor people, or alternatively act to enhance inequality by
enriching the already better-off families of migrants. Attention also needs to be focused on
understanding the wider multiplier effects of the use of remittances. For example, if migrants families
use direct transfers to invest in health and education — as appears common in many situations — what
are the knock-on effects of these investments on the wider provision of health and education services?

A second challenge relates to the fact that although early theoretical work in economics focused on
analysis of data on domestic remittances from urban to rural areas, more recent research interest,
and especially interest in the institutional mechanisms through which remittances are transferred, has
focused overwhelmingly on international remittances. In this context, there remains a need to
consider how to improve the operation and supervision of financial markets in source areas for internal
migration, to ensure transparency and to reduce the costs of domestic transfers — even though these
transfers do not involve the specific issues of currency exchange and international regulation of
transfers.

Thirdly, although economic theories of remittance behavior as "co-insurance" between migrants and
their families emphasize the changing amounts (and directions) of remittance flows over time, there
remains a challenge to consider further how time away affects the propensity of migrants to remit
money, and to seek to extend the time frame within which such remittances are maintained. Indeed,
although there is a general understanding in the literature that remittances are likely to decline over
time as migrants become more committed to their host country or region — three to five years away
seems to be the peak period in which remittances are sent, and there is often a particular fall at the
point at which a migrant achieves permanent resident status abroad — such a pattern is not inevitable
and may be affected radically by macro-economic context, social and political change, and life events
among migrants and their families. There is a need to understand these influences better — an
understanding that may need to be context-specific.

A fourth issue is that although the micro and meso level have received considerable attention in
research on what stimulates remittances, understanding of the significance of the macro context has
arguably been left out of many analyses. There is considerable hope expressed in some accounts of
remittances that they can lead to development, yet such expectations may be overly optimistic in the
context of a poor macro-economic or political climate. Indeed, it may well be immoral or dishonest to
encourage migrants to invest remittances in businesses or economic growth at a time when other
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investors would not do so because the returns are too uncertain. In this, there are perhaps some
parallels between the study of remittances, and the study of aid, where one argument is that aid is
most effective in promoting development in countries and regions that have better policy
environments (Dollar 1999). If this parallel is of value, the immediate question that needs to be asked
is what kind of changes are needed to tip the balance in poor countries or countries with uncertain
economic or political environments, that would enable remittances to be put to effective use.

Conclusions

Building on this, the policy questions on how to make remittances work for development are about
indirect policy measures that might be taken, rather than direct measures to promote and channel
flows of remittances. Such an emphasis can also be seen as valuable in the context of the failure of
several developing countries specifically to capture a share of remittance flows in the form of taxes in
order to redirect these to "socially useful ends," the limited success of training, loans, and grants to
migrants to invest their remittances, and the widespread perception of government corruption and the
lack of trust of officialdom among many migrants.

The emphasis of development policy is now firmly on poverty alleviation (defined in terms of a dollar-
a-day poverty line), and achievement of the Millennium Development Goals, which headline objectives
such as universal primary education, the reduction of infant and child mortality, and universal access
to safe drinking water and adequate sanitation. In this context, there is arguably a need for analysis of
the relationship between remittances and development to be more firmly rooted in a concern with how
remittances impact such critical indicators, both directly and indirectly.

Richard Black is Co-Director of the Sussex Centre for Migration Research, and Reader in Geography at
the University of Sussex, UK. He is co-ordinator of a new "Development Research Centre" on
"Migration, Globalisation and Poverty" based at Sussex, and funded by the UK Department for

International Development. He is also editor (with Howard White) of Targeting Development: Critical
Perspectives on the Millennium Development Goals (Routledge, 2003).
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How Remittances Help Migrant Families

By Dean Yang
University of Michigan

December 1, 2004

Millions of households in developing countries receive financial support from family members who
work in wealthy countries in North America, Europe, Asia, and the Middle East. Yet, until recently,
there has been surprisingly little hard evidence that shows how households benefit from such help.

New research, which focuses on households in the Philippines with relatives working overseas, has
found that when migrants' economic prospects improve, they send more money home. In turn, the
recipient households use these resources to make crucial investments for the future, leading to
increased child schooling, reduced child labor, and greater entrepreneurial activity in migrants' source
households. These findings are described in detail in Yang (2004a).

International Labor Migration from the Philippines

In 1974, the Philippine government initiated an "Overseas Employment Program™ to place Filipino
workers in overseas jobs. Encouraging emigration was one way the government could alleviate rising
unemployment and bring in scarce foreign exchange. At first, the government directly managed
placing workers with employers overseas, but it soon yielded this function to private recruitment
agencies.

The annual number of Filipinos going overseas on officially processed work contracts rose six-fold from
36,035 to 214,590 between 1975 and 1980, and more than quadrupled again by 2002 to 891,908,
according to the Philippine Yearbook 2001, a government publication. Today, the government
authorizes some 1,300 private recruitment agencies to place Filipinos in overseas jobs.

Most overseas contracts are typically for two years and are usually open to renewal. For the vast
majority of positions, overseas workers must go alone because they are not permitted to bring family
members with them. By mid-1997, six percent of Philippine households had one or more members
working overseas.

According to the dataset used in this study, Filipino workers are remarkably dispersed worldwide (see
Figure 1). Saudi Arabia is the largest single destination, with 29 percent of the total, and Hong Kong
comes in second with 12 percent. But no other destination accounts for more than 11 percent of the
total. The only other countries accounting for six percent or more are Taiwan, Japan, Singapore, and
the United States. In addition to the countries in Figure 1, Filipinos are reported to be working in an
additional 38 countries worldwide, including Chile, Zambia, and Papua New Guinea.

Figure 1: Global Distribution of Overseas Filipino
Workers, June 1997
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On average, Filipino overseas workers are 34 years old; 38 percent are single and 53 percent are
male. "Production and related workers" and "domestic servants"” are the two largest occupational
categories, each accounting for 31 percent of the total.

In terms of household position, the most common categories are male heads of household and
daughters of the household head, each accounting for 28 percent of overseas workers; sons of
household heads account for 15 percent, female household heads or spouses of household heads 12
percent, and other relations 16 percent (see Figure 2).

Figure 2: Philippine Migrant Workers by Household
Position, June 1997
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Contract Work in Perspective

Formal, temporary labor migration became a large phenomenon in the post-World War 11 period, when
European countries established "guest-worker" programs, and oil-rich Gulf states initiated massive
labor importation. In the Philippines, the central role of temporary labor migration distinguishes it
from other labor-sending countries.

This type of international labor flow is likely to become more and more important in coming years.
Because of the potential benefits for developing countries, current WTO negotiations and other
proposals have focused on liberalizing temporary labor permits for workers from developing countries.

A Challenge for Research

Given the increasing importance of temporary labor migration from poor to rich countries, a crucial

question arises: how exactly do remittances help migrants' families back home? Are resources mainly
spent on food and housing, or on prestige items such as vehicles and VCRs? Or are they used in ways
that will lead to long-term benefits, such as investments in education and entrepreneurial enterprises?

Discovering how migrants' economic opportunities affect their families back home is not a trivial
undertaking. The main challenge researchers face is that remitting behavior differs across households
and can reflect underlying differences that researchers cannot always observe.

For example, households with higher education levels should have more educated migrants. More
educated migrants would have higher overseas wages, and might also send more remittances home.

In addition, highly educated parents would also be more likely to send their children to school. There
would then be a positive relationship between a household's remittances and a child's schooling, but
this does not necessarily mean that higher remittances cause more schooling. Rather, both are being
caused by an underlying third factor: the household's general education level.
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A Unique "Natural Experiment"

An experimental approach to establishing the causal impact of migrant resources could start by
identifying a set of households that had one or more members working overseas, assigning each
migrant a hypothetical economic shock, and then examining how the size of the shock dealt to
migrants affected their families back home. In this scenario, some migrants would receive a larger
economic shock than others.

In fact, a real-world "natural experiment"” comes close to replicating the hypothetical experiment just
described: the Asian financial crisis. In late June 1997, the devaluation of the Thai baht led to
speculative attacks on a number of other currencies worldwide. Many of the countries experiencing
exchange rate devaluations were host to substantial numbers of overseas Filipino workers.

At the same time, the Philippine peso also depreciated substantially. For an overseas worker earning
wages in a foreign currency, the depreciation of the Philippine peso was beneficial, as foreign earnings
were convertible to more pesos after the depreciation.

Because migrants were located in a wide variety of countries, there was substantial variation in the
size of the exchange rate shock experienced by migrants across Philippine households. Figure 3
depicts the variation in exchange rate shocks across 10 major destinations of overseas Filipino
workers.

Households with migrants in the US and Middle East benefited the most from the exchange rate
shocks. Between July 1997 and October 1998, the US dollar and currencies in the main Middle Eastern
destinations of Filipino workers rose 50 percent in value against the Philippine peso.

In other words, where prior to the crisis US$100 in migrant earnings would have been worth roughly
2,650 pesos, that same amount of dollar earnings was worth over 5,000 pesos on average in the year
leading up to October 1998.

By contrast, Philippine households with members working in other countries did less well. Over the
same time period, the currencies of Taiwan, Singapore, and Japan rose only 26 percent, 29 percent,
and 32 percent, while those of Malaysia and Korea actually fell slightly (by one percent and four
percent, respectively) against the peso.

By using household survey data from the Philippine government on 1,600 households with overseas
members, it was possible to examine the exchange rate shocks' impact on migrant workers' origin
households from July 1997 to October 1998. Usefully, the survey captured informal as well as formal
remittances sent by overseas household members. In particular, the focus was on how remittances
sent home changed, and on household investments in children and in entrepreneurial enterprises.

In examining the research findings, it's helpful to think of exchange rate shocks of a given size. For
example, the exchange rate change for Filipino migrants in the United States versus those in
Singapore, or between migrants in Taiwan versus those in Malaysia, was roughly 25 percent in the
1997-1998 period. Therefore, one way to evaluate the findings is to consider how, on average, a 25
percent improvement in the location country's exchange rate against the Philippine peso affects the
household.

How Exchange Rate Shocks Affect Household Investments

In households with an overseas worker, remittances accounted for a substantial portion of total
income prior to the crisis: 40 percent, on average. When a household's migrants experienced more
favorable exchange rate shocks, the household enjoyed an increase in remittance receipts.

According to estimates, a 25 percent improvement in the exchange rate faced by a household's
overseas migrants led remittances to rise six percent as a share of household income. In addition,
favorable exchange rate shocks raised the Philippine-peso value of migrants' overseas savings
(unfortunately, savings data were not collected in this survey and could not be analyzed directly).

Positive exchange rate shocks helped recipient households fund a number of beneficial long-term
investments, as described below.
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Figure 3: Exchange Rates in Selected Locations of Overseas Filipinos, July 1996 to October 1998 (Philippine pesos per unit of
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Table 1: Impact of Favorable Migrant Exchange Rate Shocks on Philippine
Households

Impact of 25 percent

Value prior to improvement in migrant's
Outcome He A
crisis exchange rate vs. Philippine
Peso
40 percent of
Remittances household + 6.0 percent
income
5.4 percent of
Educational expenditures household + 0.7 percent

income

Total hours worked in self-
employment by household 21.5 + 2.5 hours
members (per week)

Probability of attending school (ages 10-17)
Girls 95 percent + 3.3 percent
Boys 93 percent + 1.7 percent

Average hours worked per week (ages 10-17)

Girls 0.64 hours - 0.54 hours

Boys 1.53 hours - 0.81 hours
Probability of owning:

Television 83 percent + 2.4 percent

Living room set 68 percent + 1.5 percent

Vehicle (jeep, motorcycle,

or car) 12.9 percent + 3.6 percent

Note: Results for girls' hours worked and for boys' schooling are not statistically
significant.

Investments in children

Prior to the Asian financial crisis, a migrant's household back in the Philippines spent 5.4 percent of
household income on education. A 25 percent improvement in exchange rates led to an increase in
educational expenditures equivalent to 0.7 percent of household income.

Investments in children aged 10 to 17 also improved with positive exchange rate shocks, but in
slightly different ways for boys and girls. The 25 percent exchange rate improvement led to a 3.3
percent increase in girls' school attendance and a 1.7 percent increase for boys, from base attendance
rates of 95 percent and 93 percent, respectively.

Prior to the crisis, boys and girls aged 10 to 17 worked an average of 1.5 and 0.6 hours per week,
respectively. A 25 percent exchange rate improvement decreased hours worked per week by 0.81
hours for boys, and by 0.54 hours for girls. Most of these declines in child labor were in unpaid work in
a family farm or business.

Entrepreneurial activity
The exchange rate shocks also made it more likely for households to have certain types of
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entrepreneurial enterprises. A 25 percent exchange rate improvement raised the likelihood a
household had a "transportation and communication services" or a "manufacturing” enterprise (by 1.9
and 1.5 percent, respectively).

"Transportation and communication services" include taxis and small bus services ("jeepneys").
"Manufacturing"” includes small-scale operations such as mat weaving, dressmaking, and processed
food making.

The exchange rate shocks also increased household hours worked in entrepreneurial activities. After
the 25 percent improvement in the exchange rate, household members in the Philippines worked, on
average, 2.5 hours more per week in self-employment.

Durable goods

Exchange rate shocks also increased households' acquisition of durable goods. Prior to the change in
exchange rates, 83 percent of households with a family member working abroad owned a television,
68 percent owned a living room furniture set, and 13 percent owned a vehicle (jeep, motorcycle, or
car).

In households experiencing a 25 percent exchange rate improvement, vehicle ownership went up 3.6
percent; television and living room furniture set ownership rose 2.4 percent and 1.5 percent,
respectively. The increase in vehicle ownership is likely to be related to the increase in household
participation in transportation services, mentioned above.

Conclusion

In discussions on international migration and remittances, one often hears that remittances are mainly
spent on conspicuous consumption items that have few long-run benefits for households. Others claim
that relatives and neighbors ask for handouts, leaving remittance recipients with little money for
themselves.

New research on migrants' origin households in the Philippines finds little reason for pessimism. While
resources from migration do pay for durable goods, households in the Philippines have also used these
resources to make investments in education and household enterprises that are likely to improve their
lives in the long run.

More broadly, this new research sheds light on how the migration policies of developed countries can
affect households in poor countries. Countries that expand employment opportunities for overseas
workers can stimulate human capital investment and entrepreneurship in poor-country households.

By contrast, eliminating temporary work permissions for overseas migrants could have the opposite
effect. As such, this article documents a specific channel - the earnings opportunities of migrants -
through which developed countries' immigration policies can help or hinder the economic development
of poorer nations.

This research also demonstrates that data sets collected by national governments are useful in
exploring the impact of remittances. Countries besides the Philippines conduct national household
surveys that include questions on international migration and remittances. Future work could use
these data sets, examining how "shocks" to migrant earnings affect remittance receipts and
investment activity in migrants' origin households.

Dean Yang is Assistant Professor of Public Policy and Economics at the Gerald R. Ford School of Public
Policy, University of Michigan. His research focuses on the causes and consequences of international
migration from the standpoint of developing countries, with current work on the Philippines and El
Salvador. Email: deanyang@umich.edu.
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Latino Remittances Swell Despite US Economic Slump

By Roberto Suro
Pew Hispanic Center

February 1, 2003

Over the past two years, while the US economy has dropped from its boom time peaks and slogged
through a recession, one indicator has been on the rise: the amount of money sent home by Latino
immigrants living in the United States. From 2000 to 2001, remittances to Mexico and Central America
grew by 28 percent from $10.2 billion to $13 billion, even as the Hispanic unemployment rolls were
swelling. In 2002 the money transfers reached $14.2 billion or more, a flow of $39 million a day. By
2005 the sum, which does not capture all remittances to Latin America, will go beyond $18 billion,
according to projections by the Pew Hispanic Center, a Washington, DC-based research and policy
analysis organization.

These figures are not merely evidence of a kind of economic activity that seems resistant to the US
business cycle. They also reflect the needs pressed by economic hard times in Latin America and
efforts by governments in those receiving countries to smooth the flows. Moreover, they are indicators
of an international financial traffic that has grown markedly in the last few years, not only in size but
also in the levels of competition and efficiency. Those sums are also the monetary expression of a
profound human bond between people who come to the United States to work for long hours at low
wages and the families they left behind.

From Cottage Industry to Big Business

Until recently, the money management practices of Latino immigrants in the United States aroused
little attention outside their own communities. That changed as the remittance flow doubled in size
during the second half of the 1990s. Although the size of the average remittance transfer is miniscule
-- about $200 -- in the world of international finance, the cumulative sums have now captured the
attention of government policy makers and bankers in the United States and Latin America.

Not long ago this was a cottage industry in which cash was often hand carried across borders. In the
1990s it evolved into a traffic dominated by wire transfer services such as Western Union, and now it
is becoming increasingly formalized with the introduction of electronic banking products that allow a
remittance deposited in an automatic teller machine (ATM) in the United States to be retrieved almost
instantly from an ATM in Latin America.

What has not changed is the population of remittance senders -- except that it continually grows
larger. They are, as they long have been, mostly recent immigrants with little education and low
earnings, and not much familiarity with banking systems either in the United States or in their home
countries. They are, however, both the generators of wealth in this industry and the prime consumers.
Their decisions about how to manage their money will decide how the remittance flow evolves.

Billions in Motion

In order to better understand how remittance senders view the rapid changes taking place in the
money transfer industry, the Pew Hispanic Center and the Multilateral Investment Fund of the Inter-
American Development Bank joined forces to produce a report published in November, 2002: "Billions
in Motion: Latino Immigrants, Remittances and Banking." The key element of the report is an
intensive study of how remitters choose the means to send money home. The report was conducted
by Bendixen & Associates, a public opinion research company based in Miami that specializes in polling
Latinos in the United States. Extensive interviews with 302 remittance senders in Miami and Los
Angeles focused on their understanding of the costs involved and their willingness to use new methods
such as the electronic transfer products that US banks are now putting on the market.
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Some of the key findings of the recent Pew report include:

Colombia

Remittance senders are often unaware of the full costs they are paying to send money home
and make little effort to explore alternative methods. Instead, they tend to rely on word-of-
mouth recommendations, familiarity, and convenience in choosing a means of transferring
money even when they are concerned that they are paying high fees.

When they become aware of innovations, remittance senders are willing to entertain new
money transfer products and are not particularly wary of new technologies such as the use of
ATMs for international transactions. Remitters in the United States, however, judge such
products not only by how they operate on the sending end of the operation but also by the
convenience, security, and reliability on the receiving end. Thus, the quality of the financial
services infrastructure in Mexico and the rest of Latin America is as important as the quality of
the service in the United States to the future development of this industry.

Many remittance senders take a skeptical view of banks and other financial institutions, and
these opinions are based on impressions rather than first hand-knowledge because most
remitters and their families do not have any kind of bank account or credit card. Minimum
balances and transaction fees are widely viewed as excessively burdensome and expensive for
the services rendered. Remitters who were not lawfully admitted to the United States have
faced a specific obstacle because of the requirement to present US identity documents when
applying for a bank account. This situation is now rapidly changing with the growing
acceptance by banks of the "matricula consular,” a simple identity card issued by Mexican
consulates that makes no reference to the holder's immigration status.

If present trends continue, remittance transfers from the United States to Mexico and four
Central America countries with large immigrant populations in the United States -- Nicaragua,
El Salvador, Honduras, and Guatemala -- will exceed $20 billion a year within five years. In
this decade, the transfers are likely to total more than $180 billion. These calculations are
based only on the largest and most carefully monitored remittance flows to Mexico and the
four Central American nations (see chart).They do not include the substantial amounts going
to the Dominican Republic, Jamaica, and other nations of the Caribbean and South America
with large and growing immigrant populations in the United States.

These very large amounts of money are coming from one of the least prosperous segments of
American society. Remittance senders tend to be young immigrants who have relatively little
education compared to the rest of the US population and who are employed predominately as
laborers for low wages.

Remittances to Latin America and the Carribbean from all sources
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Cashing In

This is an important moment to discuss the remittance traffic because it is experiencing rapid growth
and change. The cost of sending money home from the United States has declined sharply in recent
years. Research conducted by Manuel Orozco, project director for Central America of the Inter-
American Dialogue, shows that, on average, transfer fees and foreign exchange charges for sending a
$200 remittance to Latin America in the summer of 2002 were $16.32, which is a little more than half
of what it was three years ago. While the cost of sending money home has declined, individuals still
pay a significant portion of the total amount they remit towards various fees and charges. This is
especially so once the cost of cashing a paycheck and other fees are added into the picture. By that
time, the total cost of the average remittance transfer often reaches 10 or 15 percent of the amount
sent.

There is every reason to believe, however, that costs could decline further. "One of the reasons that
prices have remained high is a lack of competition in the money transfer business," said Sheila C. Bair,
then assistant treasury secretary for financial institutions, at a multilateral investment fund regional
conference earlier this year. "The industry continues to be dominated by a small number of money
transmitters that generally tend to charge higher fees than banks or credit unions. By increasing
competition, the price of remittances should continue to drop."

Reducing the cost to five percent of the amount remitted would free up more than $1 billion next year
for some of the poorest households in the United States, Mexico, and the Central American countries
covered in the Pew Hispanic Center projections. Between now and the end of the decade, the savings
could amount to some $12 billion. It goes without saying that such a sum could change many, many
lives. Whether this promise is realized depends on the interaction between financial institutions and a
population of new consumers.
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Remittances, the Rural Sector, and Policy Options in Latin America

By Manuel Orozco
The Inter-American Dialogue

June 1, 2003
Introduction

Development has long regarded foreign savings as key to increasing a country's capital-output ratio.
In the past 30 years, significant changes in the global economy spurring migration have influenced
economic and development thought.

The relationship between development and migration or the movement of people, and the resulting
effects of economic ties between diasporas and home country economies (household and business
sectors) are becoming more relevant for development policy.

The networks resulting from the prevailing ties of labor migration have contributed significantly to the
integration of countries into the global economy. This latter point is important on various levels,
including donations, investment (small and large-scale), trade, tourism, and unilateral transfers.

The mobilization of migrant (and their relatives') savings and investments at home (in the acquisition
of land, property, or small businesses) are important to areas traditionally neglected by the private
and public sectors. Worker remittances, and donations made by migrant associations, constitute key
building blocks of economic growth and subsistence in many countries.

In short, there exist at least five "Ts" that integrate many countries in the global economy through
migration (namely, transfers of remittances and grants, transportation, tourism, telecommunication
and nostalgic trade). The share of these factors in national income in some cases exceeds half a
country's GDP.

The current effects of migration through family remittances and other forms of migrant capital pose an
important policy option linking financial opportunities in rural Latin America. Specifically, the demand
for financial services by remittance receiving households intersects with micro-finance institutions and
rural sector development.

Remittances and the Rural Sector

Emigration from rural Latin America represents an obstacle in so far as those migrating are people
with more skills and abilities. Although emigration affects agricultural production in a decline in the
available labor force, the influx of remittances helps to compensate for the adverse effect on
agricultural productivity by generating a demand for goods, which in turn has a multiplier effect on the
local economy.

A significant flow of remittances go to rural areas in countries like Mexico, El Salvador, the Dominican
Republic, Haiti, and Nicaragua. The top 10 remittance-receiving states in Mexico come from a
combination of urban and rural settings—Guanajuato, Jalisco, Michoacéan, San Luis Potosi, Guerrero,
Zacatecas, el Distrito Federal, el Estado de México, Chihauhua, and Durango—and receive over two-
thirds of all remittances sent to Mexico.

Moreover, remittances play a larger role in rural Mexican economies than in urban ones. In 1996, 10
percent of all rural households reported receiving remittances while less than four percent of urban
households reported receiving remittances.

In El Salvador, the departments which lose the highest percentages of their populations to migration—
San Vicente, Cabafas, Chalatenango, Morazan, La Unién, and Sonsonante—are the most ecologically
deteriorated states, they have the lowest standards of living, and lack significant infrastructure. About
40 percent of remittances receiving households are in the rural sector.
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In Nicaragua, people predominantly migrate to the United States and Costa Rica. Four in 10 people
living in Managua report having a relative abroad, against 35 percent in the Pacific region and 29
percent from North-Central Nicaragua, with predominantly rural areas. The majority of those reporting
outside Managua had relatives working in Costa Rica, whereas those living in Managua had relatives
predominantly migrating to the United States.

In the rural sector, a portion of remittances are utilized to purchase land. Mexican remittance
recipients in mostly rural areas typically spent more money on machinery and other equipment than
their counterparts in higher-density populations.

Savings Mobilization and Remittances

As foreign savings, remittances are influencing not only spending but also investment behavior. A
portion of remittances is saved or invested on education, health, or wealth generation. Therefore,
remittances are already connected to savings mobilization in many Latin American countries.

Remittance-receiving households not only save a portion of their money, but also play an investment
and insurance function. In the case of investment, immigrants send money back home with the
specific purpose of procuring an investment opportunity. Immigrants buy land, materials to work the
land, or seed to plant.

A recent study in Mexico showed that remittances were responsible for 27 percent of the capital
invested in micro-enterprises in Mexico, and 40 percent of the capital in the major remittance-
receiving areas of the country (Woodruf and Zenteno 2001).

Other studies have shown that immigrant remittances also operate as a form of insurance to protect
before future uncertainties. Susan Pozo argues that when remittances continue an incremental trend,
although immigrants face income risks, the money is sent home "to purchase assets" as a form of
precautionary savings (Pozo and Amuedo 2002).

Pozo stresses that "older migrants, female migrants, migrants with a greater fraction of family
members working for pay, migrants who came accompanied by friends/family to the United States,
and migrants with greater educational attainment are more likely to remit for asset accumulation."

Remittances also have a positive effect in the rural sector when they alleviate the restrictions that
limit local production due to the creation of employment.

Most of these connections are spontaneous and often occur under conditions of incomplete information
for the entrepreneur about affordable lending opportunities. Within this context, micro-finance
institutions and credit unions are poised to play a key role in bringing financial services to an already
existing demand for economic transactions.

Financial Democracy

Of significant importance for savings mobilization are credit union operations in the rural sector. One
of the major constraints in development has been the lack of adequate credit to individuals in rural
areas. The end result has been that the average citizen, and especially lower-income cohorts, have
not had access to financial services, nor have banks relied on them to draw assets.

A recent study on Latin America's income inequality points to the deficiencies of banking institutions
as a major source of inequality. "Financial markets are underdeveloped in Latin America and the
blame goes beyond the region’'s history of inflation and financial instability. Weak institutions to
support credit markets are also at fault" (IPES 1999).

Less than five percent of established small business entrepreneurs receive loans from commercial
banks. Moreover, credit unions and micro-finance institutions that supply a demand for financial
services to those outside the preference of commercial banks do not have a large loan portfolio. Such
portfolios are one percent or less of what commercial banks hold in Latin America (IPES 1999, 164-
165).
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Financial institutions have traditionally placed a high risk on lending and investing in agriculture and
the rural sector. With a recurrent flow of remittances, households have posed a demand for financial
services that is not supplied by commercial banks. However, local savings mobilization intersects
between remittances and local development.

In the rural sector, remittances not only take longer to arrive, but recipient households spend time
picking up the money in other cities, which sometimes, if not often, are one hour from the hometown.
Costs thus increase for households.

One solution to this situation is the use of financial institutions already operating in the areas, such as
micro-finance institutions and credit unions.

The participation of alternative financial institutions throughout remittance receiving areas, such as
community banks, savings and credit cooperatives and micro-finance businesses, is critical and
becomes a form of financial democracy.

These institutions provide access and outreach to lower-income communities and isolated rural areas
that large commercial banks have traditionally ignored.

In the Dominican Republic, many credit union branches operate in rural areas and sectors less served
by banks. Moreover, cooperatives also offer a more welcoming environment and approach for
remittance recipients, as they seem to be less "formal” than banks. One example is San Jose de las
Matas cooperative, which transferred half a million dollars in remittances during a 12-month period in
2001. Since using the cooperative service, many remittance recipients have themselves become
members.

Because of the success in this and other cooperatives, and the existence of remittances going to the
rural sector, the Association of Cooperatives in the Dominican Republic is expanding its services by
providing ATMs to the cooperative network while setting up a more effective and inexpensive money
transfer system than the one currently offered by remittance agencies.

In Mexico, the micro-bank in the Mixteca region in Oaxaca, Xuu Nuu Ndavi (Money of the Poor People)
was created with help from immigrants. Of the $170,000 received in remittances after the first year of
operation, the micro-bank's 168 members (83 of whom are women) accumulated $160,000 in
savings.

El Salvador's federation of credit unions, FEDECACES, has an estimated 80 percent of affiliated credit
unions located outside of San Salvador. Once the cooperatives became involved in money transfers
from the US, the flow of money rose to $22 million in 2002 from less than $2 million in 2001, with a
corresponding significant increase in membership that incorporated recipients into formerly
inaccessible financial services.

Looking Forward

The link between remittances and development is growing stronger as multiple players connect in a
broader web of relationships that move from social to financial interactions. As these interactions
consolidate, the opportunities to improve the quality of life for many in rural areas expand.
Governments, donors, foundations, and migrant groups must join in partnerships to further advance
social change by identifying projects that add value to remittances.
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The Oaxaca-US Connection and Remittances

By Jeffrey H. Cohen
Pennsylvania State University

January 1, 2005

Oaxacan migration to the US is a small percentage of the overall flow of Mexican migrants. The state
ranked 16th among Mexican sending states according to INEGI (Instituto Nacional de Estadisticas
Geografia e Informatica) estimates for the 2000 census. INEGI also estimated that 96.8 percent of the
state's population of just over three million individuals above the age of five were in their natal
hometowns in 1995. For those Oaxacans who migrate, 91.2 percent remained within Mexico's national
borders and 8.8 percent (7,439 individuals) crossed into another country.

Contemporary migration in the central valleys of Oaxaca, Mexico, is motivated by the real and
perceived needs of migrants' sending households. These needs are often economic — the household
head is searching for higher-paying work, the physical household needs repairs, or the goods and
services desired are unaffordable on local wages.
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Most often, the decision to migrate follows one of two paths to an internal or international destination,
with few households sending multiple members to both destinations. Destinations within Mexico
include urban centers like Mexico City, where wage work is typically available, or to the northern
border and the state of Baja California, where agricultural work can be found.

Migrants who move internationally and cross the border into the US typically travel to destinations in
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southern California. According to a recent study of Oaxacan migrants, more than 96 percent chose
destinations in and around southern California and Los Angeles although they may also travel to the
Midwest (particularly Chicago) or the Northeast.

History of Oaxacan Migration

Contemporary Oaxacan migration is rooted in the mid-20th century patterns of movement that
characterized Mexico in general. Migrants from the central valleys left for national destinations as well
as the US as early as the 1940s, and many found contract
work through the Bracero Program.

The "Bracero™ Program
After the program ended, in 1964, Oaxacans sought jobs in
agricultural and service industries settling throughout The "Bracero" program, which lasted
California and beyond. Nevertheless, international migration | from 1942 to 1964, involved 4.5
from the region remained low and was of minor importance million people. The program was
through the early 1980s. In fact, through the 1980s, internal | ggtaplished through formal
destinations were somewhat more common among central negotiations and an agreement

valley movers. between the United States and

) ) ) ) . Mexico for the purpose of meeting
International or transnational migration — circular, repeated | (s food supply needs during World

movement between sending communities in Oaxaca and War 11. The program imported
receiving communities in the US — increased rapidly through agricultural workers on a seasonal
the last two decades of the 20th century, partly in response basis, although in later years it also

to Mexico's continued economic crises. Although Oaxacans involved workers for railroad
continued to travel to internal destinations, the nation's poor companies. At its root, however, it
economic health and Oaxaca's position as one of Mexico's was an agricultural program.
poorest states effectively pushed Oaxacans across the

border.

By the year 2000, Oaxacans were well represented in the

migrant stream heading for the US. According to our data, on average, 46 percent of a central valley
community's households included at least one migrant (see Table 1). However, Oaxacans remained a
small part of the flow from Mexico, at approximately four percent of the total Mexican population living

in the US.
Table 1: Communities Surveyed in Oaxaca's Central Valleys
Location District K_ms from Oaxaca Population Households Migrant
City (2000) surveyed households
San Pablo Huitzo Etla 31 5,066 41 9
San Juan del Estado Etla 27 2,277 66 35
Guadalupe Etla Etla 19 2,000 66 30
San Pedro Ixtlahuaca Centro |10 3,599 50 26
Santa Maria Guelace Tlacolula |23 753 28 12
San Juan Guelavia Tlacolula |37 2,919 87 54
Villa de Diaz Ordaz Tlacolula |40 5,583 61 25
San Lorenzo Albarradas Tlacolula |68 2,542 56 17
San Juan del Rio Tlacolula |85 1,349 47 20
Santa Ana del Valle Tlacolula |35 2,140 54 34
Santa Ines Yatzeche Zimatlan |40 1,175 30 17
San Martin Tilcajete Ocotlan |23 2,776 58 30
TOTAL 32,179 644 309

Source: Cohen, The Culture of Migration in Southern Mexico, 2004
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Of the 309 migrant households surveyed, 199 of them — nearly two-thirds — have sent a family
member to the US. The majority of US bound migrants from the central valleys were men (76
percent) who depend upon strong social networks, defined through kinship and friendship, to
successfully negotiate their border crossings.

Oaxacan migrants settled with family or friends once in the US (87 percent lived with a relative or
friend), in southern California; the Los Angeles-Santa Monica area is home to 94 percent of the central
valley's migrants. Sixty-two percent found work in the region's service sector, mainly in restaurants,
small businesses, and homes.

Mexican sociologist Lozano Ascencio estimated in 1993 that Oaxacans working in the US returned at
least US$55 million to their home communities in 1990, and that total has only risen through the last
decade.

US-bound migrants remitted, on average, just over US$730 every two months for an average of 6.5
years. This amount is in line with remittance patterns for Mexicans in general.

Internal movers remitted much less money, an average of US$130 every two months over an average
of eight years. US-bound women returned only about half of the total remitted by men, while women
who moved internally returned 80 percent of what men remitted.

Remittance Use

To understand migration and remittance practices in Oaxaca's central valleys, a random sample of 15
percent of households in 11 communities was selected. In total, data for 590 households was
collected, of which a little less than half had direct experience with migration.

Remittances typically went to daily and household-related expenses, with 60 percent covering
immediate household expenses, construction and renovation). Other expenses include education, the
purchase of appliances and domestic goods, ritual costs, and health care.

Daily costs of living ranged from the purchase of food to payments for utilities (electricity, gas, and
firewood). Many interviewees suggested that using remittances to cover daily expenses was a waste

of hard-earned cash, but given the lack of local jobs, most argued there were few alternatives (see
Table 2).

Table 2: Remittance Use in Oaxaca's Central Valleys

Number of households

Outcome (Total = 590) Percent
No remittances received 60 14
Daily expenses 182 43
Home construction/renovation 71 17
Education 27 6
Purchase of domestic items 16 4
Ritual expenses 8 2
Healthcare 1
Purchase of agricultural/farm goods 2 -
Business start-up and expansion 27 6
Land 7 2
Other 13 3

Source: Cohen, The Culture of Migration in Southern Mexico, 2004.
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Many first-time migrants supported home construction and/or renovation, which accounted for 17
percent of the remittances returned. They often made their sojourns with the goal of building a home.
Typically, this meant building a home of cement and brick, with a concrete floor and finished roof to
replace cane or adobe structures with dirt floors and palm roofs.

Migrants refurbished their homes by adding second floors and building "modern" kitchens and
bathrooms that replaced open fire kitchens and latrines. Standing in the center of his patio during an
interview in 2001, Mario Sanchez Martinez gestured to the freshly painted rooms around him, "Look at
this kitchen. We finished it with the money we saved from my time in the US. And now we have a nice
bathroom with a shower too!"

Investing Remittances

Finally, a small percentage of remittances (eight percent) went to starting or expanding businesses,
the purchasing of land, or the purchasing of equipment for commercial ventures. In each case,
investments were made after some of the funds were put aside for immediate needs or other
expenses, and in no case did a migrant's entire remittance go directly and exclusively to support
business start-ups or commercial ventures.

Migrant households about to make these types of investments included 27 households from
throughout the valleys, but 75 percent were concentrated in just four communities: San Pedro
Ixtlahuaca, Villa Diaz Ordaz, San Juan Guelavia, and San Juan del Estado — communities with good
access to Oaxaca City and links to area market systems.

Migrant households that were able to invest remittances fell into three categories. First, there were
households that invested in commercial activities focused on local business opportunities (opening
small markets, beauty shops, and the like).

Second, there were households that invested in businesses tied to Oaxaca's tourism industry, mainly
producing crafts. Third, there were households that invested in agriculture, animal husbandry, or dairy
production.

Looking Ahead

How remittance patterns will play out in the future is keyed not to migration outcomes, but to the
continued involvement of migrants in their sending households and communities, the location of a
community vis-a-vis an urban center and the local resources that village households can access.

Currently, migrants share a level of social commitment to their households and communities that is
nearly identical to non-migrants. If households and local communities are to keep benefiting from
their migrants, that social involvement and engagement cannot decline.

Because the majority of migrants have families (and often children) in sending communities, that
social commitment should persist.

While strong ties will continue to pull Oaxacans home to rural sending villages in the central valleys,
the prospects for development that would allow Oaxacans to live their lives locally and out of poverty,
and most importantly without the pressure to migrate, will be in the distant future.

Jeffrey H. Cohen is an economic anthropologist and a member of Penn State's department of
anthropology and program in demography. This article was based on his new book, The Culture of
Migration in Southern Mexico, published by the University of Texas Press (2004). Currently, he is part
of a multidisciplinary team investigating Dominican migration and movements to new destinations in
the US. He is also the author of Cooperation and Community: Economy and Society in Oaxaca, also
published by the University of Texas Press.
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Fostering Cooperation Between Source and Destination Countries
By Susan Martin, Philip Martin, and Patrick Weil

October 1, 2002

Increasing numbers of people are working outside their home countries, often moving en masse along
economic avenues widened by globalization. A complex set of factors is driving these population
movements, including an oversupply of workers in countries of origin, labor needs in destination
countries, and formal and informal networks that link supply with demand.

This movement of people, while often beneficial to both sending and receiving countries, is not without
problems. Many of the source countries of migration to industrialized states in North America, Europe,
and the Asia-Pacific region are in transition to more democratic governments, adherence to human
rights norms, privatized industries, market-set prices, and integration into regional and global
economies. A failure to manage migration streams either through or from source countries can
undermine their economic development and democratization, thus generating additional migrants.
Industrial countries, meanwhile, are hard-pressed to handle unregulated influxes of many migrants,
and have much to lose when their poorer neighbors suffer political and economic ills. With so much at
stake, effective cooperation to manage migration is becoming more urgent for both source and
destination countries.

The Cooperative Efforts to Manage Emigration (CEME) project of the Migration Dialogue examines
ways in which immigration destinations can work more effectively with source and transit countries to
manage migration and reduce emigration pressures. The best practices identified to date by CEME
deal with all of the main factors driving this migration, focusing on the causes of emigration in source
countries, the networks that move people over borders, and managing migration in a cooperative
manner that is consistent with both source and receiving countries' interests. In an increasingly
interconnected world, fostering sustained cooperation of this type is essential not only in migration
management, but also in building support for market economies and democratic principles.

To research the best practices in the field, CEME's 20 immigration experts from Europe and North
America have completed site visits to the Federal Republic of Yugoslavia, Romania, Albania, Turkey,
Mali, and the Dominican Republic. Lessons from other countries in transition, such as Mexico and
Morocco, have also been considered. Best practices fall into the following areas:

Cooperation on International Migration Management

There are a number of ways to achieve cooperation between source and receiving countries, including
bilateral agreements and efforts mounted under international organizations.

As one example, Mali and France have established the Mali-France Consultation on Migration, an
annual bilateral discussion at the ministerial level. In an official agreement signed in December 2000,
representatives of the two countries agreed to meet at least once a year to deal with three issues: 1)
the integration of Malians who want to remain in France; 2) co-management of migration flows; and
3) cooperative development in emigration areas of Mali.

The United States and Mexico also have a joint working
group that discusses border issues, visa policy,

documentation, cooperation in combating smuggling and "No one strategy is sufficient to
trafficking, protection of the rights of Mexican migrant overcome the economic and
workers in the US, removal of criminal aliens, joint research political problems that compel
projects, among other issues. The Regional Migration international movements. Rather, a
Conference, or Puebla Group, convenes similar discussions combination of trade, investment,
among a broader set of countries in North America, Central and aid is needed.""

America, and the Caribbean.

These mechanisms are not meant to undermine the
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sovereign responsibility of each government to manage the movements of people into or out of their
countries, but instead to provide an opportunity to negotiate more manageable policies and
procedures. They also enable the countries to respond jointly to such problems as smuggling and
trafficking that can only be effectively tackled by efforts at the regional and bilateral levels.

One of the most significant Italian-Albanian cooperative efforts is a joint police program to combat
smuggling and trafficking. Initially targeted at training and technical assistance, the Italian-Albanian
cooperation on migration enforcement has undergone a shift during the past year. The Italian
presence has been reduced, but the new cooperation takes the form of joint operations against
smugglers. Much of this bilateral cooperation is now focused on the problem of transit migration,
rather than stopping illegal Albanian migration. By some estimates, 80 percent of the migrants leaving
Albania for Italy are not Albanians. The mutual interest of Italy and Albania in reducing these flows
makes it easier for them to cooperate. Similar cooperation was seen in the efforts of officials of the
United States and the Dominican Republic to work together to stem smuggling and trafficking of third
country nationals destined for Puerto Rico and then onto the mainland of the United States.

There is also considerable interest in destination countries in helping source and transit countries to
establish the systems needed to manage immigration to their own territory. With the help of
international organizations, Albania is developing governmental capacity to deal with foreigners
seeking asylum. The Albanian government signed the 1951 UN Convention Relating to the Status of
Refugees in 1992, and began developing the appropriate domestic legislation and institutions with the
aim of having asylum laws that would speed integration into the European Union.

Soon after the October 2000 ouster of the then president of Serbia, Slobodan Milosevic, the Federal
Republic of Yugoslavia also felt pressure from the EU to prepare new legislation and mechanisms for
adjudicating asylum applications and began a process similar to that of Albania. These interactions
were not always smooth, however. Although recognized as important, the Yugoslav authorities felt the
new government should place greater emphasis on demilitarizing its border police and combating the
smuggling and trafficking operations that had been established under the old regime.

The governments of many source countries believe the tradeoff for such cooperation should be the
expansion of legal channels for immigration as irregular movements from and through their countries
are curtailed. This is an area where fewer best practices exist. Negotiations between the United States
and Mexico for temporary work and regularization programs broke down after the September 11
attacks and have not yet been resuscitated. Similarly, the failure of the Italian government to
announce this year's quota of labor visas for Albanians could well undermine cooperation on managing
transit movements. Part of the unofficial quid pro quo - cooperation on enforcement in exchange for
work visas and other assistance - was now missing.

On the other hand, France and Mali appear to have achieved some progress in this area. Traditionally,
visa policies seriously restricted family reunification and visits as well as business travel and study
abroad. Since 1997, France has had a new visa policy that requires French consulates to justify some
denials of visas (to parents of French citizens, students, etc). France issued about 25,000 visas to
Malians in 2001 compared to 7,000 in 1997. In exchange for facilitating free circulation of bona fide
travelers, French authorities urged Malian authorities to cooperate in reducing corruption in the
issuance of visas. In October 2001, a former sports minister was indicted and sent to jail for trafficking
in visas.

Migrants as Resources for Development in Their Homelands

Migrants can contribute to economic development through their financial resources as well as their
skills, entrepreneurial activities, and support for democratization and human rights. For example,
associations of migrants often band together to raise and remit funds for infrastructure development
and income generation activities in their home communities. Migrant groups as dissimilar as Malians in
France and Mexicans in the United States have supported health clinics, built schools, repaired roads,
and invested in small business enterprises in their home communities.
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Individual remittance transfers continue to be an important
source of subsistence for many families in developing

countries. Governments can cooperate to facilitate such "Countries as diverse as Mali,
transfers, provide technical assistance to ensure their Yugoslavia, and Mexico hope to
effective use, match the funds to stimulate additional build on the human capital of their
contributions, regulate transfer fees and exchange rates to émigrés.”

reduce transaction costs, and take other steps to promote
effective use of remittances for economic development.

Governments can also work together to increase the potential for migrants to bring needed skills to
their home countries. For example, migrants with long-term residence permits may be more willing to
return home if they do not fear losing such permits if they stay away for prolonged periods. Programs
that identify migrants with specific skills needed by their home countries and facilitate return and
reintegration also contribute to economic development, as does support for return migrants who plan
to open small businesses upon reintegration. The skills may be needed for economic development, but
they may also be required to help move the source country towards greater democratization and
respect for human rights. For example, migrants who have legal training may be helpful in developing
new judicial systems and establishing the rule of law.

Countries as diverse as Mali, Yugoslavia, and Mexico hope to build on the human capital of their
émigrés. For example, the TOKTEN project (Transfer Of Knowledge Through Expatriate Nationals)
aims to persuade Malians established abroad to return at least temporarily and contribute to their
homeland's development. Among other ways, returning Malians can do this by teaching at Mali's
25,000-student university, which was established in 1996 and then expanded rapidly. The UN
Development Program has paid for 133 Malians to return as consultants to help teach and do
research.

The Malian situation is particularly interesting because of the involvement of the French government in
encouraging such investment in human capital. A fund of 2.6 million euros will finance in 2002-2004
the mobilization of Malians abroad for the service of the Malian education system, economy, and small
business development. The skills of Malians in France will be systematically registered and the
information co-managed by a French-Malian committee. The fund will supplement financing of local
projects by the Malian diaspora. In addition, a contract will be signed with a Malian bank to guarantee
loans to small businesses that need additional funding to expand.

France also funds an assisted return program as part of its development strategy. About 500
unauthorized Malians in France have agreed to return voluntarily in exchange for CFA 2.5 million
($3,600). They have opened businesses, most related to agriculture, and also run hair salons, import
used auto parts, sew traditional dresses, and dredge sand. They receive weekly visits for one year
from the program's offices in Mali, and it was reported that 80 percent of the participants were still in
business after two years. This French model helps to re-integrate migrants, but its potential for
expansion may be limited. Many of the small businesses begun by returnees had difficulty obtaining
bank loans for expansion, in part because they did not have Malian track records and guarantees.

The diaspora community can also help stimulate political reforms that improve conditions in home
countries. Mexican migrants in the United States have been consistent forces for democratization and
better governance in their home country, and Mexican political candidates have responded by
campaigning extensively in US communities. The leadership in Yugoslavia expressed the hope that
Serbs abroad would provide not only financial resources for rebuilding the country, but also technical
expertise as Serbia establishes its new demaocratic institutions. International migration has helped
spur the democratic reforms. Malians living in Europe and North America have also brought back home
some of the lessons learned in western democracies. At a village meeting in Marena, a number of
return migrants observed that they expected to participate in community meetings and decision-
making.

This is not to say that the experience of the diaspora is always positive in stimulating respect for
democratic values. Some returning Malian migrants appear particularly reluctant to expose Malian
women and girls to western values if it means undermining cultural traditions, observing vehemently
that they would never allow their wives or daughters to migrate with them to Europe or North
America. In some cases, returning migrants appear to have become more socially and religiously
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conservative as a result of their own migration experience.
Targeting Aid, Trade, and Investment at Emigration Communities

Providing the means by which people can stay home and enjoy greater economic opportunities is
another aspect of cooperative actions to manage emigration. Migration should be voluntary on the
part of the migrant and the receiving community, not forced by economic or political conditions in the
home community. Similarly, migrants should be able to return voluntarily to home communities that
are economically stable and safe. No one strategy is sufficient to overcome the economic and political
problems that compel international movements. Rather, a combination of trade, investment, and aid is
needed.

Ideally, economically motivated migration will decrease under a global system of free trade because of
factor price equalization, that is, the tendency of wages to equalize as workers move from poorer to
richer countries. In the terms of economic theory, this means that trade and migration are
substitutes--countries that have relatively cheaper labor can export labor-intensive goods or workers.
Over time, differences in the prices of goods and the wages of workers should be reduced with freer
trade, reducing emigration pressures. The European Union model for the economic integration of new
members, prior to permitting free movement for work purposes, attests to the potential benefits of
this approach. By the time that the new members from southern Europe with much lower wages -
Spain, Portugal, and Greece - were eligible for free movement of labor, few workers took advantage of
the opportunity because of high growth rates and job opportunities in their own countries. Such Asian
countries as South Korea have also gone through this transition, with levels of emigration declining
substantially as trade-based economic opportunities opened up at home.

The North American Free Trade Agreement also has the mid to long-term objective of reducing
emigration pressures in Mexico, which has far lower wages than its trading partners, although NAFTA
does not envision eventual free labor movements. There is broad recognition, however, that in the
short term, emigration pressures may well increase as economies integrate and workers from poorer
countries see greater opportunities in richer ones. This migration hump appears to be occurring in the
Mexican case, but with continued reduction in birth rates and renewed economic growth, wage rates
should begin to rise in Mexico and jobs should become more plentiful.

An economy can grow faster if there is foreign direct investment (FDI) in factories, machinery,
education, and infrastructure that makes workers more productive. Foreign firms are often attracted
by the lower-cost labor in countries of emigration, presumably giving workers economic opportunities
at home rather than abroad. However, at least in the Italian-Romanian case, immigration and FDI
appear to be complementary. At present, Italian-owned factories visited by CEME in the western
Romanian city of Timisoara provide employment for local workers, particularly women, as well as
internal migrants coming from the much poorer eastern Romanian province of Moldavia. The number
of Romanians in Italy increased as well, from 6,000 in 1998 to 21,000 in 1999. ltalian firms have
pressed the Italian government to make it easier to admit Romanians, particularly for training.
Recognizing the legitimate business interest in opening up this form of migration, an ltalian pilot
program aims to use recruitment, remittances, and returns to accelerate development in Romania and
to ensure that migration is temporary or circular, i.e., that the migrants who come to Italy for training
return home. A similar model can be seen in the maquiladoras along the US-Mexico border and in such
cities as Guadalajara.

Official Development Assistance (ODA) is aid granted by one country to assist the development of
another. In 1998, the OECD nations that are members of the Development Assistance Committee
provided $52 billion in ODA, down from $59 billion in 1995, and $53 billion in 1990. Four of the 21
OECD countries providing aid reached the UN target of contributing 0.7 percent of GDP in 1994 -
Norway, Denmark, Sweden, and the Netherlands. OECD nations collectively provided aid equivalent to
0.3 percent of their GDP in 1993, down from 0.4 percent in 1983.

ODA alone is unlikely to stimulate sufficient economic development to deter emigration. Aside from
problems caused by inadequate levels and inappropriate use of aid resources, there is the need to
target aid more effectively at the causes of migration. Examples of targeted aid include micro-credit
for would-be migrants who would prefer to invest in their home communities, income generation
opportunities for women left behind by migrating spouses, infrastructure development to create new
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markets and economic opportunities in emigration centers, and education and health care services for
families in such areas.

The French co-development approach seeks to target ODA at emigration areas in all of francophone
Africa, with government support supplementing the contributions of migrants discussed above. This is
a positive strategy of earmarking ODA to reduce emigration pressures, as distinct from the punitive
proposal rejected by the European Union to withdraw ODA from countries that are insufficiently
cooperating with destination countries, particularly regarding the return of unauthorized migrants.

Conclusion

The factors leading to population movements are many and complex: supply or push factors in
countries of origin; demand or pull factors in countries of destination; and formal and informal
networks that link supply with demand. The best practices identified to date by CEME deal with all
three factors, focusing on the causes of emigration in source countries, the networks that move people
over borders, and the relations between receiving and source countries in managing migration in a
manner that is consistent with both countries' interests.

Fostering sustained cooperation of this type is crucial not only in migration management, but also in
building support for market economies and democratic principles, and will become increasingly
important as the world becomes more interconnected.

For more information, including full background papers and CEME site visit reports, see the special
issue of International Migration, "Managing Emerging Migration Patterns," vol. 40, no. 3, 1/2002.
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Transnational Migrants: When "Home"™ Means More Than One
Country
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The assumption that people will live their lives in one place, according to one set of national and
cultural norms, in countries with impermeable national borders, no longer holds. Rather, in the 21st
century, more and more people will belong to two or more societies at the same time. This is what
many researchers refer to as transnational migration.

Transnational migrants work, pray, and express their political interests in several contexts rather than
in a single nation-state. Some will put down roots in a host country, maintain strong homeland ties,
and belong to religious and political movements that span the globe. These allegiances are not
antithetical to one another.

Take Shrewsbury, a Boston suburb with expensive homes and neatly trimmed lawns. It seems like any
other well-to-do American community. But the mailboxes at the end of those long driveways reveal a
twist: almost all are labeled "Patel" or "Bhagat."

Over the past 20 years, Indian immigrants from Gujarat State have moved from villages and small
towns in western India, first to rental apartment complexes in northeastern Massachusetts, and then
to their own homes in subdivisions outside Boston. Watching these suburban dwellers work, attend
school, and build religious congregations here, casual observers might conclude that yet another wave
of immigrants has successfully joined in the pursuit of the American dream.

A closer look, however, reveals they are pursuing Gujarati dreams as well. They send money back to
India to open businesses or improve family homes and farms. They work closely with religious leaders
to establish Hindu groups in the United States, to strengthen religious life in their homeland, and to
build a global Hindu community transcending national borders.

Putting Transnational Migration in Perspective

Transnational migration is not new. In the early part of the 1900s, European immigrants also returned
to live in their home countries or remained active in the political and economic affairs of their
homelands from their posts in America.

Some things are new, however, including ease of transportation and communication, the mode in
which migrants are inserted into the labor market, sending-states' increasing dependence on
remittances, and the policies they put in place to encourage migrants' enduring long-distance
nationalism.

Moreover, not all migrants are transnational migrants, and not all who take part in transnational
practices do so all the time. Studies by sociologist Alejandro Portes and his colleagues reveal that only
five to 10 percent of the Dominican, Salvadoran, and Colombian migrants surveyed in the US regularly
participated in